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UNABRIDGED PROSPECTUS (MODEL RYV)

BANCO ESPANOL DE CREDITO, S.A.

CAPITAL INCREASE BY CASH CONTRIBUTIONS FOR AN AMOUNT OF
165,823,769.58 EURO, BY ISSUE
OF 81,686,586 ORDINARY SHARES OF 2.03 EURO FACE VALUE EACH SHARE

November 2002

This Unabridged Prospectus was verified and registered with the official registry of the Spanish
Securities Exchange Commission on 7" November 2002.

This rights offering is made for the securities of a foreign company. The offer is subject to the
disclosure requirements of a foreign country that are different from those of the United States.
Financial statements included in the document, if any, have been prepared in accordance with
Joreign accounting standards that may not be comparable to the financial statements of United
States companies.

It may be difficult for you to enforce your rights and any claim you may have arising under the
Jederal securities laws, since the issuer is located in a foreign country, and some or all of its
officers and directors may be residents of a foreign country. You may not be able to sue the
Joreign company or its officers or directors in a foreign court for violations of the U.S. securities
laws. It may be difficult to compel a foreign company and its affiliates to subject themselves to a
U.S. court's judgment.
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CHAPTER D

RELEVANT CIRCUMSTANCES TO CONSIDER CONCERNING THE ISSUE
OR OFFERING OF SECURITIES

0.1. Summary of the characteristics of the securities under issue or offer covered by
this Prospectus and the procedure foreseen for their placement and assignment among
the investors

The following is a description of the main relevant circumstances that, among others,
must be taken into account to adequately understand the characteristics of this issue of
shares in BANCO ESPANOL DE CREDITO, S.A. (hereinafter the “Issue”) and the
diverse information provided in the Unabridged Prospectus (hereinafter the
“Prospectus” on “Information Prospectus”).

As explained in detail in section 0.1.2.1. below, as of the date ofthe Issue to which this
Prospectus refers, BANCO SANTANDER CENTRAL HISPANOQO, S.A. (hereinafter
“BANCO SANTANDER CENTRAL HISPANO” or “SCH”) has formulated a Public
Offering of the pre-emptive subscription rights corresponding thereto as a result ofthe
capital increase.

0.1.1. Identification of the Issuer of the securities described in this Prospectus

The Issuer of the securities under this Issue is BANCO ESPANOL DE CREDITO,
S.A., a company with its registered office in Madrid, Avda. Gran Via de Hortaleza,
number 3, holder of Tax Identification Code A-28000032 (hereinafter, also
“BANESTO”, el “BANCO?”, the “ISSUER” or the “ISSUING COMPANY”).

BANESTO was incorporated on 1% May 1902 in the deed executed by the late Notary
Public of Madrid, Mr. Garcia Lastra. Its bylaws were adapted to the Stock Company
Act in force in the deed executed in Madrid on 16™ August 1991, before the Notary
Public of Madrid, Mr. Félix Pastor Ridruejo, under number 3,582 of his records,
amended by another also executed by that Notary Public, on 27" September 1991,
under number 3,947 of his records; registered at the Mercantile Registry of Madrid, at
volume 1,582, folio 1, sheet M- 28.968, entry 4,417.

The corporate purpose of BANESTO consists of the activities inherent to private
banking institutions in general and, specifically, those determined by Article 175 of the
Commercial Code and other laws in force concerning the activity of such institutions.

The activity or activities that constitute the corporate purpose may be performed by the
company, wholly or partially, indirectly, through holding shares or stakes in companies
with an identical or similar object.

The main activity of BANESTO likes within sector 65.11 of the National Classification
of Economic Activities (CN.A.E.).

BANESTO is registered at the Mercantile Registry of Madrid and on the Special
Register of Banks and Bankers at the Bank of Spain.
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All the shares representing the capital stock of BANESTO are listed on the Stock
Exchanges of Madrid, Barcelona, Bilbao and Valencia and integrated in the Automated
Quotation System (Mercado Continuo).

0.1.2. Specific considerations concerning the Issue that must be taken into account for
better understanding of the characteristics of the securities described in this Prespectus

0.1.2.1. Explanation of the transaction

On 27th December 2001, the Extraordinary General Meeting of Shareholders of
BANESTO, at the proposal of its majority shareholder, BANCO SANTANDER
CENTRAL HISPANO, S.A., resolved to request exclusion of its shares from official
trading and to formulate an Initial Public Offering (IPOB with exclusion from listing, at
a price the Board of Directors of BANESTO, held on 8" February 2002 agreed to set at
15 EURO per share. That IPO was presented for authorization by the National Stock
Exchange Commission (“CNMV”) on 11'" February 2002.

On 26th April 2002, BANCO SANTANDER CENTRAL HISPANO announced that its
Executive Commission had agreed to propose that the Board of Directors of
BANESTO pass the necessary agreements to call a General Meeting of Shareholders in
order to revoke the agreements passed by that General Meeting of Shareholders on 27th
December 2001 as to exclusion from listing of the BANESTO shares and, thus, to
withdraw the application for authorization of the IPO presented to the CNMV.
Likewise, BANCO SANTANDER CENTRAL HISPANO stated its will, in order to
reinforce the liquidity of the BANESTO shares, to encourage increase in the free-float
of BANESTO through a public offering to sell shares in BANESTO up to such an
amount that the free-float would reach 10% of its capital stock, the arrangements for
which would begin before the end of financial year 2002.

The Ordinary General Meeting of Shareholders of BANESTO held on 30" May 2002
agreed to revoke the foregoing agreements passed by the General Meeting of
Shareholders on 27'" December 2001 concerning exclusion from listing of the shares of
BANESTO and formulation of an exclusion IPO. On 10" July 2002, the CNMV
authorized BANESTO to withdraw the administrative proceedings filed before the
Commission in relation to exclusion from stock exchange listing and the exclusion IPO.

In order to proceed as stated above, BANCO SANTANDER CENTRAL HISPANO
. and BANESTO have designed a transaction that covers the capital stock increase
comprising the object of this Prospectus, that has been approved by the Boards of
Directors of both companies. Specifically, the operation consists of a share capital
increase by BANESTO (hereinafter, “the Share Capital Increase” or “the Capital
Increase”™), by issue of new ordinary shares at an issue Price equivalent to their par
value, with recognition of the right to pre-emptive subscription held by the present
shareholders of BANESTO in the proportion of two new shares for every fifteen old
ones, excluding the ten thousand own shares held by BANESTO in its own portfolio,
the pre-emptive subscription rights of which have been assigned in proportion to the
remaining shareholders, in fulfilment of the terms established in article 79.1 of the
Stock Companies Act. In order for the number of shares to be issued to maintain
exactly the proportion stated as to the total old shares in circulation (excluding the said




own portfolio), the Managing Director of BANESTO, who holds fifty (50) shares in
that company, has renounced the relevant pre-emptive subscription rights to nine (9) of
those shares.

At the same time that the share capital increase in being performed, BANCO
SANTANDER CENTRAL HISPANO will carry out a Public Offering (the “Public
Offering” or the “Offering”) of 551.216.595. rights to subscribe for ordinary shares,
such rights being pooled in Tiers of 15 Rights each tier (the “Tiers of Rights™), each of
them entitling to subscribe 2 shares of Banesto at a issuance price of 2.03 euro per
share, said offering being described in a other prospectus registered with the CNMV on
the same date of registration of this Prospectus (the “Prospectus of the Offering”).

In addition to the Offering, BANCO SANTANDER CENTRAL HISPANO will
transfer 55.128.960 additional Rights to SANTANDER CENTRAL HISPANO
INVESTMENT, S.A., which will be exercised by this entity, subscribing and paying-
up the 7.350.528 shares of BANESTO corresponding to such Rights. SANTANDER
CENTRAL HISPANO INVESTMENT, S.A. will grant a call option (green shoe) over
such shares to CREDIT SUISSE FIRST BOSTON EQUITIES LIMITED, a established
in the Offering Prospectus.

The transaction will allow BANCO SANTANDER CENTRAL HISPANO to comply
with its commitment regarding the increase of the free-float of BANESTO in a
percentage above 10% of its share capital. Moreover, the transaction will give rise to an
increase in the own resources of BANESTO and the Consolidated Group of SCH and
will entail will strengthen its financial structure.

At this moment, and prior to the Offering and the Increase of Capital, BANCO
SANTANDER: CENTRAL HISPANO holds an interest in BANESTO of 99.04%,
(directly and indirectly). Such interest will be reduced after the aforementioned
transactions in a variable proportion, depending on different circumstances.

In particular, in the most advantageous event, assuming (i) the full sﬁbscription of the
Increase of Capital, (i1) the sale by SCH, pursuant to the Offering, of the alil the Tiers
of Rights being offerred, and (ii) the exercise by CREDIT SUISSE FIRST BOSTON

EQUITIES LIMITED of the call option (green hoe) of Shares referred to in section

I1.17.7 below, the direct and indirect interest of SCH in BANESTO will be reduced to
87.39%, and the free-float of the entity would be 12.61% subsequent to the Increase of
Capital and the Offering.

Even in the case that the aforementioned call option of Shares is not exercised in full by
CREDIT SUISSE FIRST BOSTON EQUITIES LIMITED, if the two events mentioned
in the previous paragraph occur, the free-float of BANESTO subsequent to the Share
Capital Increase would be of 11.55%, which is superior to the 10% to which SCH had
committed, and the direct and indirect interest of SCH in BANESTO will be reduced to
88.45%.

On the other hand, assuming that (i) none of Tiers of Rights reserved to be distributed
by BANESTO BOLSA, S.A., S.V.B. are finally distributed due to the non existence of
an excess of demand of Rights, (11) the holders of rights to subscribe for ordinary
shares in BANESTO other than SCH do not subscribe the shares to which they are
entitled, and (iii) CREDIT SUISSE FIRST BOSTON EQUITIES LIMITED does not




exercise the call option previously mentioned; the direct and indirect interest of SCH in
BANESTO will be reduced from the current figure 99.04% to 91.64%. This would
mmply a free float of 8,36%, which would be lower than the 10% to which SCH has
committed.

In the most disadvantageous event, which would entail that, in addition to the
circumstances mentioned in the previous paragraph, SCHI had not been able to
distribute the Tiers of Rights which said entity is underwriting pursuant to the Offering,
the direct and indirect interest of BANCO SANTANDER CENTRAL HISPANO
would be reduced from the current figur of 99.04% to 95.63%, and, thus, the free float
would be of 4.37%, which is below the 10% to which SCH has committed.

In the event that, subsequent to the Offering ad the Share Capital Increase, the free float
has not reached the 10% committed, SCH will adopt the necessary measures in order to
increase such percentage up to a 10%, not later than the first quarter of 2003, or will
undertake the exclusion of the shares of BANESTO from the Spanish Stock Exchanges.

On the other hand, in relation to the economic transcencence of the Stock Capital
Increase, one must point out that the operation will allow BANESTO a contribution of
equity that may rant a maximum of 165.82 million EURO, should all the 81,686,586
ordinary shares in BANESTO constituting the object of same be subscribed.

As regards the balance sheet of the SCH Consolidated Group, all the revenue received
by BANESTO and BANCO SANTANDER CENTRAL HISPANO due to the Capital
Stock Increase and the Offering, shall have the effect of increasing the core capital of
the Consolidated Group (Tier 1), as well as its solvency ratio. The amount of that
revenue and, thus, its effect on the solvency ratios of the SCH Group, will depend on
the definitfor price of the Tiers of Rights subject to the Offering, although using the

average price of the Price Band referred to in the Offering Prospectus, the total revenue

may amount to 734.4 million EURO. According to the data of September 30, 2002, and
assuming that the Share Capital Incresase and the Offering are completed prior to such
date, said revenue would imply an increase of Tier 1 of the Consolidated Group of
5.10%, according to the guidelines of the Basel Committee (from 7.29% to 7.66%). In
addition, the solvency ratio would de increased in 5.67%, according to the guidelines of
the Basel Committee, from 10.81% to 11.43%.

As of the date of this prospectus, there exist no agreements, plans, projects or
negotiations of any nature with third parties that may entail or give rise to the transfer
of BANESTO, its main assets or its brand, or that may give rise to the merger, spin-off
or chage of corporate form of BANESTO or the companies integrated in its Group,
save as Banco del Desarrollo Economico Espatiol. .

0.1.2.2. Characteristics of the securities being issued pursuant to the Issue

The securities forming the object of the Issue are ordinary shares in BANCO ESPANOL
DE CREDITO, S.A., of 2.03 EURO par value, belonging to the same class and series as
the BANESTO shares now in circulation that, after being subscribed and paid up, will be
represented by annotations to account (the "New Shares").
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The New Shares n BANESTO forming the Issue will have the same political and
economic rights as the shares in BANCO ESPANOL DE CREDITO, S.A. now in
circulation, as described in section 11.9 of this Prospectus.

0.1.2.3. Number of securities subject to the Issue and issue Price of the new Shares

The number of New Shares forming the object of this Issue amounts to 81,686,586 new
shares in BANESTO, issue of which was agreed by the Board of Directors of BANCO
ESPANOL DE CREDITO, S.A., at its meeting held on 1st October 20002, under the
authorization granted by the Ordinary General Meeting of Shareholders of the BANK held
on 16th February 1999,

The New Shares will be issued at an issue price equivalent to their par value of 2.03
EURO per share (the "Issue Price") without an issue premium, the total effective amount
of the capital stock increase being 165,823,769.58 EURO.

0.1.2.4. Placement procedure for the securities subject to Issue

This capital stock increase is performed with recognition of the pre-emptive subscription
rights m favour of the present shareholders of the ISSUER, in the proportion of TWO (2)
new shares per fifteen (15) old shares held by them (excluding the 10,000 own shares held
by BANESTO and the nine shares mentioned subject to renunciation, as mentioned in
section 0.1.2.1. above), which represents 11.76% of the pre-existing capital stock.

As stated in section 0.1.2.1 above, BANCO SANTANDER CENTRAL HISPANO,
whose total, direct and indirect, stake in the capital stock of BANESTO amounts to
99.04% on the date of this Prospectus, has put forward a public offering to sell the pre-
emptive subscription ringts arising from this capital stock increase, by the part related to
its direct stake in BANESTQ, amounting to 98.97%. The terms of the said public offering
are set forth in the Offering Prospectus prepared by BANCO SANTANDER CENTRAL
HISPANO.

0.1.2.5. Transmissibility of the new shares rights inherent thereto

The New Shares subject to this Issue shall be freely transmissible, it being foreseen to

apply for them © be traded on the Stock Exchanges of Madrid, Barcelona, Bilbao and
Valencia, on the same terms and conditions as those now issued.

The New Shares are ordinary shares of BANCO ESPANOL DE CREDITO, S.A., with the
same political and economic rights as the remaining shares now. placed in circulation by
the ISSUER, and which are free of charges and encumbrances. The New Shares shall
entitle their holders to a share in the corporate profit on the same terms as the shares now
in circulation, at the time of the increase being declared subscribed and paid up by the
Board of Directors of BANESTO.




0.1.2.6. Period for extraordinary revocations

0.2.

As stated in section 0.1.2.1. above, simultaneous to the Capital Stock Increase, BANCO
SANTANDER CENTRAL HISPANO, shall issue a public offering to sell the pre-
emptive subscription rights to which that institution is entitled in that Capital Stock
Increase. The Public Offering to Sell is subject to the usual terms on withdrawal and
automatic revocation for such operations which are detailed in the Offer Prospectus. If any
of the said cases of withdrawal and/or automatic revocation were to take place, BANCO
SANTANDER CENTRAL HISPANO would not exercise the rights covered by the Tiers
subject to the Offering and, thus, would not subscribe or pay up the relevant Shares in
BANESTO within the framework of the Capital Stock Increase. Should such withdrawal
and/or automatic revocation of the Offer take place, an extraordinary period would also be
opened for revocations in the Capital Stock Increase, which in the case of withdrawal of
the Offering would last until the last day of the pre-emptive subscription period, that is,
until [25]th November 2002, and in the case of automatic revocation of the Offering, it
would be extended until [29] de November 2002. Within those terms, the persons who
may have subscribed New Shares in BANESTO in the Capital Stock Increase and outside
the Offering may, if they so wish, revoke the subscription made at the Member Institution
through which they may have exercised their pre-emptive subscription rights, obtaining
reimbursement of the relevant Issue Price for the New Shares subscribed, it being
understood that, if no notice whatsoever is received, that they have opted to maintain
subscription of the shares. When that extraordinary revocation period has ended,
BANESTO shall declare the subscription incomplete and close the Capital Stock Increase
at the amount of the subscriptions made and not revoked.

Reimbursement of the Issue Price of the New Shares to the subscribers who have revoked
their subscription on the basis of the withdrawal and/or automatic revocation of the
Offering must be made by the Adhered firm through which the subscription was
performed (once the repayment of the corresponding sums by he Agent, acting on the
account of BANESTO, to the Adhered Entities, in the event that the Public Offering in the
event that the automatic revocation had occurred after the payment by such entities for the
New Shares), free of expenses or commissions, with value date no later than November
26, 2002, n the case of withdrawal, and no later than December 2, 2002,, in the event of
automatic revocation.

Considerations concerning the activities, financial situation and most relevant
circumstances of the Issuer described in this Prospectus

0.2.1. Brief description of the activity by the Issuer or its Group, that which is the most

representative and of those significant changes that, if appropriate, may have
taken place recently

BANESTO is the parent company of a corporate group that forms the third largest
banking group and the fifth financial group in Spain in volum of assets, with total
assets of 44,900 million EURO on 31st December 2001. On 31st December 2001,
BANESTO had 1,656 branches all over Spain to perform its activities nationwide,
which makes it one of the largest banking networks in the country in number of
branches.

The BANESTO Group provides its customers a wide variety of financial products and
services through its two main divisions: the retail banking division and the wholesale
banking division. The retail banking division, that accounted for more than 80% of the
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0.2.2.

net operating results in financial year 2001, concentrates on individuals, small and
medium sized companies, and on private banking and personal banking activities. On
the other hand, the wholesale banking division provides corporate banking services,
treasury and capital market services.

Moreover, BANESTO 1is directly or indirectly the owner of different stakes in the
capital of companies (subsidiaries or associated) that carry out out insurance, industrial,
commercial and real estate activities. On 31st December 2001, the total assets of
BANESTO, the parent company of the BANESTO Group, represented practically all
the consolidated assets of the Group, and its net profit, 87.6% of the consolidated
profits of the BANESTO Group.

The BANESTO Group 1s, in turn, of the SANTANDER CENTRAL HISPANO Group.
Prior to the Offering and Capital Stock Increase, the SANTANDER CENTRAL
HISPANO Group held a 99.04% stake in BANESTO, directly or indirectly. This
interest will be reduced after the operations stated by a variable proportion according to
the scenarios considered as explained in section 0.2.1. above.

Chapter IV of this Prospectus contains a more detailed description of the business of
the BANESTO Group.

Mention of the most significant factors and risks and of the conditioning
circumstances that are affected or may be affected by future generation of profit.
Suits, litigation or penal, civil or administrative procedures in which the Issuer
or Group it belongs to may be involved, or those holding board or management
office in same, as well as of any contingent risk, to the extent that it may
significantly affect the assets, financial solvency, results or activities of the Issuer
or its Group

Section 1V.4. of this Prospectus provides a detailed description of risk management by
BANESTO, as well as the methodology used and description of the credit risks, country

- risk, liquidity risk, market risk and currency risk.

Section IV.5. of this Complete Prospectus also describes the circumstances that condition
the activity by BANESTO and section IV.5.4. describes the litigation that may have an

important effect on the financial situation of the ISSUING COMPANY or on its business
activity. :

Prior to investing in the New Shares issued under this Issue, investors must consider,
among others, the risk factors stated below.

0.2.2.1. Risks related to Banesto
0.2.2.1.1 Dependence on the economic situation in Spain

The activities and credit portfolio BANESTO holds are mainly concentrated in Spain. On
30" June 2002, the retail and wholesale banking activities of BANESTO Group in Spain
represented approximately 87% of its ordinary net revenue, and approximately 88% of its
loans are to customers resident in Spain. Thus, negative changes that could arise in the
Spanish economy could have a negative effect on the business, financial situation, cash
flows and operating results of BANESTO.




0.2.2.1.2. Volatility among interest rates

Changes in interest rates on the market may have a different effect on the interest rates
BANESTO applies in its favor to its portfolio of credit assets than at the interest rates
BANESTO must bear on its liabilities with cost. That difference may give rise to an
increase in interest, in relation to the revenue for the item, which will lead to a
reduction in the net revenue of BANESTO from intermediation margin. The revenue
from treasury operations are especially vulnerabk to volatility of interest rates.
Considering that the profitablity of most of the portfolio of BANESTO loans is updated
in terms under one year, the increases in interest rates may also lead to an increase in
non performing BANESTO loans if the BANESTO customers are not able to refinance
themselves in the context of higher interest rates. Interest rates are especially sensitive
to a series of factors that are beyond the control of BANESTO, including liberalisation
of the financial sector, monetary policy measures, the economic conditions and national
and international policies, in addition to other factors.

0.2.2.1.3 Dependency on short term deposits as a source of financing

Historically, the main sources of financing of BANESTO have been customer deposits
(savings, at sight or term). On 31st December 2001, 38.7% of these customer deposits
amounted to more than 150,000 EURO. Term deposits represented 58.8%, 55.8% and
54.9% of the total customer deposits at the end of financial years 1999, 2000 and 2001,
respectively. Term deposits may constitute a less stable source of financing than savings
and at sight deposits. BANESTO may not be able to maintain its levels of financing
without incurring in higher financing costs, or being obliged to liquidate part of its assets.

0.2.2.1.4 Growth in the small and medium sized company market sector

One of the objectives of the present commercial strategy of BANESTO is to grow in the
small and medium sized company sector. Historically, that market segment has had
greater rates of non performing loans than the retail banking sector that forms the
traditional base of customers of the BANESTO Group. Although BANESTO may set the
prices and profitabilities of the products offered to that clientel taking the greater credit
risk associated with such customers into account, and may control its credit risk through
diverse risk management tools, the average credit quality of the portfolio of assets in the
BANESTO Group may deteriorate to the extent that ponderation of that market segment
increases in terms of the percentage of its loan portfolio.

0.2.2.1.5. Increase in competition in Spain

The Spanish financial system is highly competitive. The success BANESTO has on the
Spanish market will depend on its ability to maintain its competitiveness against other
financial institutions. On the other hand, there has been a trend toward concentration in the
banking sector, that has led to creation of banks with greater size and solvency, own which
BANESTO must compete. BANESTO must deal with greater competition from Spanish
savings banks to attract customer savings and at sight deposits, which form an important

part of the base deposits at BANESTO. Savings Banks which, due to their legal structure,’




lack shareholders and are not stock exchange listed, do not suffer the pressure of the
markets as to therr financial results and may compete more agressively with BANESTO in
attracting customer savings and at sight deposits, offering attractive interest rates. In 2001,
savings banks increased their market share in customer deposits and Joans by 5.7% and
1.7% compared with the previous financial year. BANESTO must also face competition
from other non-banking competitors, such as investor service companies, large department
stores (for certain types of loan), and insurance companies. There is no certainty that this
competition will not have a negative effect on the business, financial situation, cash flow
and operating results of BANESTO.

0.2.2.1.6 Dependence on the regulation framework in Spain and European Union

BANESTO is a credit institution subject to the laws on such institutions, which has the
objective of maintaining the security and solvency of banks and limiting their exposure to
certain risks. Any changes that may be brought about in these regulations by the Bank of
Spain, the Central European Bank or in the Central European Banks System, or in the
manner in which-those regulations are applied by the authorities, or in enacting the new
requisities of equity in financial institutiors arising from the new Basle Agreement, may
have a substantial effect on the business and operations of BANESTO. Considering that
some of these laws and regulations have been enacted or amended recently, the manner in
which those laws and their regulations for development will be applied to the operations
by financial institutions is still being developed. One may not affirm, in general terms, that
these laws and regulations will not be enacted, applied and interpreted in such a way as not
to have a negative effect on the business, financial situation, cash flows and operating
results of BANESTO.

0.2.2.2 . Risks arising from belonging to the SCH Group

0.2.2.2.1. Control of SCH over BANESTO

After the Capital Stock Increase and the Offering, SCH would be the owner, directly or
mdirectly, of approximately 87.39% assuming, (i) full subscription of the Capital Increase,
(11) sale in the Offering of all the Tiers of Rights subject to same, and (iii) the Global Co-
ordination Institutions not exercising the option to sell the Sales referred to in the sections
of the Reduced Prospectus of the Offering, and would continue to hold control of
BANESTO. Thus, SCH would continue to have the power to determine the composition
of the Board of Directors of BANESTO and determine or exercise a significant influence
over matters tat require approval by the General Meeting of Shareholders, such as merger
operations and other corporate integrations. SCH would also maintain the capacity to
influence the business and commercial strategies of BANESTO. The Executive Chairman
of BANESTO, Mrs. Ana Patricia Botin is now a director of BANCO SANTANDER
CENTRAL HISPANO..

0.2.2.2.2. Possible conflicts of interests between the SCH Group and BANESTO
and opportunity for business

BANESTO must deal with competition by other companies belonging to the SCH Group,
that do not form part of BANESTO. For example, SCH may be operating in many of the
regions where BANESTO has similar customers, whether present or potential ones, such




as small and nedium sized companies. In addition to its traditional merchant banking
activities, the companies belonging to the SCH Group perform corporate activities that
BANESTO has identified as part of its strategy, including private banking. However, in
the past, belonging to the SCH Group has not prevented BANESTO from pursuing
business opportunities or sharing these with other companies within the SCH Group.
However, considering that other companies in the SCH Group perform activities that
overlap with those of BANESTO, there is the possibility of clashing interests between
SCH and the companies in its group on one hand, and BANESTO on the other, under
circumstances m which the interests of BANESTO and SCH do not coincide.

Moreover, BANESTO carries out corporate operations and enters into contracts with
companies in the SCH Group and intends to continue to do so in the future. Although
BANESTO considers that the prior operations and agreements have been undertaken
under fair conditions to BANESTO in all substantial aspects, and that their terms and
conditions have been according to the market conditions, objective comparison thereof is
not possible. '

0.2.2.3. Risks related to the Public Offer to Sell Batches of Rights

0.2.2.3.1. Shares liable to later sale

Assuming (i) full subscription of the Capital Increase, (ii) the sale in the Offering of all
the Tiers of Rights subject to same, and (iii) that the Global Co-ordination Institutions
do not exercise the option to sell the Shares referred to in the sections of the Reduced
Prospectus of the Offering, after the Capital Increase and the Offering, SCH shall hold
a direct or indirect stake in BANESTO of 87.39%. the sale of a significant number of
shares in BANESTO on the markets, or the perception that such a sale may take place,
may have a negative effect on the listing of the BANESTO shares, as well as the
capacity of BANESTO to attract capital in the future through a further capital stock
increase. SCH as well as BANESTO undertake before the Insurance Companies, and
except in the event of express authorization by all the Global Co-ordination Institutions
of the Offering, not to issue, offer or sell shares or other convertible and/or stock
exchangeable for BANESTO shares, with certain exceptions, during the 180 days
following admission to trading of the Shares, except with prior written consent by the
Global Co-ordination Institutions. Once that undertaking not to transmit shares expires,
SCH or BANESTO may sell or issue shares in BANESTO on the markets or through
private placements according to the applicable regulations, which may have a negative
effect on the market price of BANESTO shares. ' '

0.2.2.3.2. Absence of an active market for BANESTO Shares

SCH now holds a direct or indirect stake of 99.04% of the shares in BANESTO. Thus,
although the shares in BANESTO are admitted for trading on the Spanish Stock
Exchanges at present, active trading is restricted to the shares representing 0.96% of the
capital stock of BANESTO held by other investors. The small percentage of free-float
at BANESTO has meant trading volume of BANESTO shares have been very low in
recent years. As stated in the section of this Prospectus, BANESTO will apply the
relevant Shares in the Capital Stock Increase to be admitted for trading, forming the
Tiers of Rights subject to Offer, which is expected to take place on 27th November




2002, as long as that is possible. Any delay i admission of the Shares to trading on the
Spanish Stock Exchanges will limit the market liquidity of the shares and the capacity
of mvestors to sell the shares in BANESTO.

One may not assure that an active trading market will be developed and/or maintained
for Shares in BANESTO after the Offer. The definitive price of the Tiers of Rights
subject to the Offer will be determined by SCH, by common agreement with the Global
Co-ordinating Institutions, without one later being able to guarantee that after the Offer
the shares in BANESTO will be listed at equivalent or higher price levels to the

implicit price of the Shares arising from the definitive price of the Tiers of Rights in the
Offer.

Likewise, the market price of the BANESTO shares may be volatile. Such factors as
the results of BANESTO, changes in recommendations by stock exchange analysts
concerning BANESTO, other banks or the barking sector in general, and the general
situation the stock exchanges may have a significant effect on the listed price of the
shares in BANESTO. In recent years, the stock exchanges in Spain and the world have
suffered significant volatilities in prices and stock trading volumes. That volatility
could have a negative impact on the price of shares in BANESTO regardless of the
results or financial situation of the institution.

0.2.2.3.3. Free-float of Banesto Shares subsequent to the Public Offering and the
Share Capital Increase

The purpose of the Increase of Share Capital and the Offering is to facilitate
compliance by BANCO SANTANDER CENTRAL HISPANO with its commitment
made in relation to a previous tender-offer issued by BANESTO for excluding its
shares from the gock exchanges, this offer being subsequently revoked. Pusuant to
such commitment, BANCO SANTANDER CENTRAL HISPANO the free float of
BANESTO shall be increased up to 10% of the share capital of BANESTO, prior to the
end of the first quarter of 2003.

Although t is expected that the Public Offering and the Increase of Capital will allow
to reach the aforementioned purpose, this can not be fully assured, if the circumstances
mentioned in section 0.1.2.1 above.

In the event that, after completion of the the Public Offering and the Increase of
Capital, the free float of BANESTO is below 10% of its share capital, BANCO
SANTANDER CENTRAL HISPANO will adopt the necessary measures in order to
increase such percentage, in principle prior to the end of the first quarter of 2003, or
will undertake the exclusion of the shares of BANESTO from the stock exchanges.

0.2.3.Indebtness of the Issuer and its Group; remark on the structure of own and third

party assets, solvency ratios and estimation of their possible effect on that position,
structure and ratios that may arise from the Issue of securities taking place or
foreseen by the Issuer

A detailed description is provided in section IV.3.6. of this Prospectus of the capital
structure and equity of BANCO ESPANOL DE CREDITO, S.A. on 30th June 2002.

11

27




As to the endebtment position of BANCO ESPANOL DE CREDITO, S.A. and its
Group on that date, this is detailed in section 1V.3.5. of this Prospectus.

Regardless of the foregoing, the table provided below compares the own funds,
external funds and solvency ratios of the BANESTO Group prior to the Capital
Increase (data on 30th June 2002) and thereafter, assuming its full subscription, and
bearing in mind the capital reduction with return of contributions (0.15 EURO per
share) agreed by the General Meetin% of Shareholders held on 30" May 2002,
execution of which was performed on 19" September 2002:

Data in Thousands of EURO

Situation prior to (30th Later adjusted
June 2002) situation

Own funds 2,494,150 2,568,075
External funds 29,167,971 29,167,971
Own funds / External funds 8.55% 8.80%
Equity coefficient according to the
Bank of Spain regulations 7.36% 7.58%
BIS Ratio 10.37% 10.59%
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CHAPTER 1

PERSONS WHO ASSUME THE RESPONSIBILITY FOR THE CONTENT OF

THE PROSPECTUS AND BODIES SUPERVISING IT

1.1 Persons who assume the responsibility for the content of the Prospectus

L.2.

L3.

Mr. Juan Delibes Liniers, holder of national identity document number 784.036-N, in
name and on behalf of BANCO ESPANOL DE CREDITO, S.A., acting as Managing
Director of the Financing and Control, assumes responsibility for the content of this
Prospectus and confirms the veracity of its content, as well as it not omitting any relevant
detail, nor leading to error.

The responsibility for the content of the Abridged Prospectus of the Public Offering of of
Rights to subscribe shares in BANESTO drafteded by BANCO SANTANDER
CENTRAL HISPANGO, is assumed by Mr. Ignacio Benjumea Cabeza de Vaca, acting as
Secretary of the Board of Directors of said institution.

Supervising Bodies

This Complete Prospectus (model RV) was verified and registered on the official registers
of the National Stock Exchange Commission on [6]th November 2002, and refers to a
capital stock increase with issue of ordinary New Shares in BANCO ESPANOL DE
CREDITO, S.A.

Registration of this Prospectus by the National Stock Exchange Commission does not
imply a recommendation to subscribe or buy the stock referred to herein, nor
pronunciation in any sense concerning the solvency of the ISSUING COMPANY or the
profitability of the stock issued or offered.

The New Shares subject to issue to which this Prospectus refers do not require prior
administrative authorization or pronunciation other than verification and registration of
this Prospectus at the National Stock Exchange Commission and obtaining the express
declaration of absence of objections by the Bank of Spain to which section II.2 of this
Prospectus refers, which is attached as Annex 1. The said declaration of absence of
objections by the Bank of Spain does not imply any recommendation whatsoever as to
subscription or acquisition of the New Shares or of stock that may be issued in the future,
nor pronunciation on their profitability, nor concering the solvency of the COMPANY
ISSUING.

Verification and auditing of the annual accounts

The annual accounts and management reports of BANCO ESPANOL DE CREDITO,
S.A. and of the consolidated BANESTO Group, for the last three financial years (1999,
2000 and 2001) were audited by Arthur Andersen y Cia., Sociedad Comanditaria (now
“Deloitte Espafia, S.L.”), with registered office in Madrid, calle Raimundo Fernandez
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Villaverde, n° 65, registered on the Official Register of Accounts Auditors under number
S-0692.

The auditors’ reports on BANCO ESPANOL DE CREDITO, S.A. provided an opinion
without exceptions in the last three financial years.

A copy of the annual accounts and management report of BANCO ESPANOL DE
CREDITO, S.A., for financial years 1999, 2000 and 2001, as well as the relevant auditors’
report have been deposited at the National Stock Exchange Commission.

The auditors’ reports on the BANESTO Group provided an opinion without exceptions in
the last three financial years.

A copy of the annual accounts and management report of BANESTO Group, for
financial years 1999, 2000 and 2001, as well as the relevant auditors’ report have been
deposited at the National Stock Exchange Commission.

Last 1st April 2002, Deloitte Touche Tohmatsu and Arthur Andersen entered into an
association agreement and a process of integration with Deloitte & Touche in Espana
began. As of 2nd August, that integration has been formalized after its approval by the
authorities on Competition and the Council of Ministers.

Attached to this Prospectus, as Annex 2, there is a copy of the financial statements
(Balance Sheet and Profit and Loss Accounts) complteed on 30th June 2002, of BANCO
ESPANOL DE CREDITO, S.A. and its Group, as well as the auditors’ report prepared by
Deloitte Espania, S.L., present external auditor to BANESTO, registered office in Madrid,
Plaza Pablo Ruiz Picasso, s/n, piso 38, registered on the Official Register of Accounts
Auditors under number S-0692, which expressed an opinion without exceptions on those
financial statements. Also attached as Annex 3, there are the non audited financial
statements of BANCO ESPANOL DE CREDITO, S.A. and its Group, completed on 30th
September 2002, which shall be remarked on in Chapter VII of this Prospectus.
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CHAPTER 11
INFORMATION ON THE SECURITIES ISSUED

1L.1. Corporate resolutions
11.1.1. Mention of the corporate resolutions

The Ordinary General Meeting of Shareholders of BANCO ESPANOL DE CREDITO,
S.A., held on 16th February 1999 agreed, under the terms established in article 153.1.b) of
the Redrafted Text of the Stock Company Act, to delegate upon the Board of Directors the
power to agree, in one or several times, the increase of the capital stock of the Company
by issue of shares, with or without voting rights, up to a specific figure, at the time and by
the amount decided by the Board, without having to previously consult the General
Meeting of Shareholders.

Just as recorded in the agreement of delegation in favour of the Board of Directors, the
capital stock increases for adoption of which the govermning body of the Bank was
authorized cannot be greater, in any case, to half the current capital stock at the time of
holding the said General Meeting of Shareholders on 16th February 1999, and must be
performed by means of monetary contributions, within the maximum term of five years as
of the said date.

Considering that the figure of current capital stock of BANESTO in force on 16th
February 1999 amounted to 1,470,382,569.60 EURO, the quantitative limit to the
authorization granted to the Board of Directors to increase the capital stock was set at
735,191,284.80 EURO.

On the basis of that delegation, the Board of Directors of BANESTO, at its meeting on st
October 2002, passed the agreement to increase the capital stock by a par value of
165,823,769.58 EURO, by issue and circulation of 81,686,586 New Shares of 2.03 EURO
par value each one, their Issue Price coinciding with their par value. On November 4 2002,
the Board of Directors of BANESTO resolved to modify the resolutions passed at its
previous meeting dated October 11 2002, so as to modify the term for the payment of the
Increase of Capital, as well as including an statement regarding the non transferability of
the pre-emptive rights being issued as a result of the Increase of Capital to the U.S. holders
(as defined in Rule 800 of the U.S. Securities Act 1933), except as provided in Regulation
S of said Act.

The capital stock increase to which this Prospectus refers was the only performed to date
against the amount of the authorization agreed by the Ordinary General Meeting of
Shareholders held on 16th February 1999.

Attached as Annex 4 to this Prospectus there is a testimony of the notarial certificate of the
Ordinary General Meeting of Shareholders of BANESTO held on 16th February 1999,
and as Annex 5 a certificate of the agreements passed by the Board of Directors of
BANESTO held on 1st October 2002.




11.1.2. Resolutions passed in relation to the Public Offering

This is not applicable, as the operation to which this Prospectus refers consists of an
increase in the capital stock of BANESTO. However, as mentioned above in section
0.1.2.1 of this Prospectus, the majority shareholder of BANESTO, BANCO
SANTANDER CENTRAL HISPANO has made a public offering to sell the subscription
rights to direct participation held by that majority shareholder of BANESTO, due to this
capital stock increase. In said Public Offering, the said subscription rights are grouped in
tiers of fifteen rights each (the "Tiers of Rights" or the "Tiers"), that entitle each one to
subscribe two New Shares in BANESTO at the Issue Price, which is the object of the
Offer Prospectus verified and recorded at the official Registry ofthe CNMV on the same
date as this Prospectus.

Just as recorded in the Offering Prospectus, applications presented to purchase Tiers of
Rights by the investors awarded these in the Public Offering will also inseparably and
irrevocably, as a condition of sale, involve their simultaneous declaration of will to
exercise the Rights finally acquired and thus subscription order and obligation to
disemburse the New Shares in BANESTO for these. Thus, the cash disembursement to be
made by the definitive investor awardees of the Tiers of Rights Offered shall consist of the
sum of (i) the price of the relevant Tiers of Rights awarded according to the Tranche to
which the investor belongs, and (ii) the Issue Price of the relevant New Shares of the Tiers
of Rights awarded.

I11.1.3. Information on the requirements and resolutions prior to listingon the Stock
Exchange or on an organized secondary market

The Board of Directors of BANESTO, at its meeting on 1st October 2002, by virtue of
the express authorization by the General Meeting of Shareholders held on 16th
February 1999, agreed to request admission to official listing of all the Shares in
BANESTO issued due to the Capital Stock Increase on the Stock Exchanges of Madnd,
Barcelona, Bilbao and Valencia, as well as their inclusion in the Automated Quotation
System.

The prior requisites for admission to official listing on the Stock Exchanges mentioned
and trading on the Continuous Market are basically as follows:

a) Verification by the CNMV of fulfilment of the legal requisites and providing this
Prospectus and triptych-summary of same at the Stock Exchanges, pursuant to the terms
of Additional Provision One, number 3, of Royal Decree 291/1992, of 27th March, in its
draft provided by Royal Decree 2590/1998, of 7th December, as a prior step to apply to
the Stock Exchange Governing Bodies to have the shares officially listed.

b) Deposit of the notarial evidence or authorized copy of the public deed of increase in the
capital stock of BANESTO duly registered at the Business Registry of Madrid, along
with diverse certificates and complementary documentation, at the Governing Body of
the Stock Exchange of Madnd, as the leading Stock Exchange of the CNMV and
remaining Stock Exchanges.




I1.2.

11.3.

11.4.

IL.S.

c) Agreement on official listing of the Shares on the Stock Exchangees, passed by the

relevant Governing Bodies.

d) Agreement on integration of the Shares on the Continous Market, passed by the CNMV

with a favorable report by the Stock Exchange Governing Body.

Prior administrative authorizations

The capital stock increase to which this Prospectus refers is subject to the general regime
of verification by the National Stock Exchange Commission.

Likewise, performance of this capital stock increase has been reported to the Bank of
Spain, for the purposes foreseen in Circular 97/1.974, of 20th October. On 9th October
2002, the Bank of Spain issued an express declaration of absence of objections to the
increase, a copy of which s attached to this Prospectus as Annex 1.

Pursuant to the terms of article 8 of Royal Decree 1245/1995, of 14th July, on creation of
banks, cross-border activity and other matters related to the juridical regime of credit
institutiors, no prior administrative authorization is required for capital stock increase,
although the amendment to the bylaws arising from that increase must be reported to the
Bank of Spain to be recorded on a Special Register within the term of 15 working days
from the agreement being passed. ’

Evaluation of the risk inherent to the securities or their issuer

As usual in the case of variable yield securities, no evaluation has been made of the risk
inherent to the New Shares forming the object of this Issue, or of BANESTO, by any
classification firm whatsoever.

Differences with the ordinary legal framework of the securities, in accordance
with the applicable legal provisions

There are no vanations in the ordinary legal framework for the securities subject to this

issue foreseen in the applicable legal provisions, especially in the Stock Company Act and
Stock Exchange Act.

Characteristics of the securities

I1.5.1. Nature and denomination of the stock, class and series

The securities forming this issue are ordinary shares in BANCO ESPANOL DE
CREDITO, S.A., of TWO EURO three euro-cents (2.03 EURO) par value each one,
belonging to the same class and series, with the same rights as the remaining shares in
BANESTO now in circulation.
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IL5.2. Form of representation

All the shares in BANCO ESPANOL DE CREDITO, S.A. are now represented by means
of annotations to account, the accounting records of which are kept by Servicio de
Compensacion y Liquidacion de Valores, S.A. (“SCLV”), with registered office in
Madrid, calle Orense 34, and Firms Adhered to it, pursuant to the terms of article 30 of
Royal Decree 116/92, of 14th February.

11.5.3. Global amount of the issue

The capital stock increase forming the object of this Prospectus is performed by an
effective gobal amount of 165,823,769.58 EURO, coinciding with the par amount of the
increase, as it is performed without an issue premium. That amount will be fully paid up
by monetary contributions.

The agreement to increase the capital stock expressly foresees he possibility of its
incomplete subscription.

IL.5.4. Number of securities, proportion of the capital stock, nominal and cash
amounts of each one of them

The capital stock increase forming the object of this Prospectus involves issue and
circulation of a maximum of 81,686,586 New Shares in BANESTO, of two EURO three
euro-cents (2.03 EURO) par value each one, which represents 11.76% of the capital
stock of BANESTO arising after the Stock Capital Increase, assuming complete
subscription thereof. The proportion offered for the purposes of exercising pre-emptive
subscription rights held by Company shareholders is thus TWO (2) New Shares to every
FIFTEEN (15) old shares held.

In fulfilment of the terms foreseen in section 1 of article 79 of the Stock Company Act,
the proportion stated int he preceding paragraph has been established considering the
effect of proportional assignment to the remaining BANESTO shareholders of the pre-
emptive subscription rights that would otherwise have been assigned to the ten thousand
{10,000) own shares the company held in its own portfolio on the date of passing the
agreement on this capital stock increase. As to that own portfolio, one must point out that
at the same meeting of the Board of Directors at which the capital stock increase was
agreed, held on 1st October 2002, that corporate body agreed that the Company would
not acquire or dispose of own shares unti] the date of execution and closure of the capital
stock increase in order not to alter the exchange proportion established to exercise pre-
emptive subscription rights.

On the other hand, in order that the number of shares to be issued due to the capital
increase should maintain exactly the proportion indicated as to the total old shares in
circulation (excluding own portfolio), at the meeting of the Board of Directors of
BANESTO held on 1st October 2002, the Managing Director Mr. Outon, holder of fifty
shares in BANESTO, renounced the pre-emptive subscription rights to nine (9) of the
shares he holds.

The New Shares subject to this capital stock increase are issued at their par value of 2.03
EURO per share, without an issue premium.




The table provided below shows the effects this capital stock increase will have on the
P.E.R. (Price Earning Ratio), as well as the Profit per Share and the Dividend per Share,
assuming complete subscription of the Capital Stock Increase:

Before the capital increase After the increase
Number of shares 612,659,404 694,345,990
Share listing (1) 10.67 € 9.65€
Net Profit of the Group attributed to | 421,721,000 € 421,721,000 €
the parent company (2001)
Profit Per Share (PPS) 0.69 € 0.61 €
Dividend per share 0.00 € 0.00 €

Theoretical value of the pre-emptive| 1.02 € ----
subscription right

Theoretical ex-right price of the share | 9.65 € 9.65€
Stock Exchange captialization 6,537,075,841 € : 6,700,438,803 €
PER 15.50 € 15.89 €

(1) Listing at the end of trading on
07-10- 2002.

ILS.S.

11.6.

Just as stated in sections 11.17.4. and II1.5. of this Prospectus, over the last five financial
years BANESTO has reduced its capital stock on three occasions, returning contributions
to its shareholders.

Commissions and expenses borne by the subscriber

No expense whatsoever shall be charged upon the investors by the Issuer due the issue of |

the New Shares, nor upon subscription thereof if it is camed out through the actual
Issuer.

If subscription of the New Shares is performed through third parties other than the
ISSUER, these may apply the tariffs and commissions they have in force to formalise
subscription orders, which shall be entirely at the expense and account of the subscribers
of the New Shares.

The purchase or sale of pre-emptive subscription rights shall be subject to the
commissions freely established by the institutions through which they are made.

Commissions for registration and maintenance of balances of the shares by the
accounting registry

The fees to register the New Shares on at the SCLV Registry shall be borne by
BANESTO.

This notwithstanding, the Firms Adhered to SCLV that keep the records of shareholders
may establish the conmissions and chargeable expenses they shall freely determine,
pursuant to the laws in force, to register the shares on behalf of their holders on the
relevant detail and securities administration registers.
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11.7.

I1.8.

Transferability, with special mention of the existence or not of restrictions to their
free transmission

The bylaws of BANCO ESPANOL DE CREDITO, S.A. contain no restrictions on free
transmission of the shares representing its capital stock, such transmission taking place by
accounting transfer and giving rise to registration of the transmission in favor of the
acquirer having the same effects as traditional titles.

As a credit institution, acquisition, whether direct or indirect, of significant stakes in the
capital stock of BANESTO is subject to the obligation of prior notice to the Bank of Spain
on the terms set forth in Act 26/1988, of 29th July on Discipline and Intervention of Credit
Instititions, just as amended by Act 3/1994, of 14th April. Pursuant to the terms set forth
in article 56.1 of the said Act 26/1988, of 29th July, a "significant stake" is understood to
be that which, directly or indirectly, amounts to at least 5 per cent of the capital stock, or
of the voting rights of a credit institution Those that, without reaching the said percentage,
allow a notable influence to be exercised on the credit institution, shall also be considered
a significant stake.

The Bank of Spain must also receive prior notice from those intending to increase, directly
or indirectly, their significant stake so their percentage of the capital stock or voting rights
reach or exceed any of the following percentages; 10%, 15%, 20%, 25%, 33%, 40%, 50%,
66% or 75%. In all cases, this obligation shall also be applicable to those who, by virtue of
the acquisition intended, may take control of the credit institution

As the capital stock of BANESTO is Stock Exchange listed, the terms set forth in the
preceding paragraph are notwithstanding the application of the regulations on public
offerings to acquire securities on the terms provided in Royal Decree 1197/1991, of 26th
July, and the obligation to provide information on significant stakes set forth in Act
24/1988, of 28th July, on the Stock Exchange and development regulations.

National and foreign organized secondary markets where securities are listed

BANESTO shares are listed on the Stock Exchanges of Madrid, Barcelona, Bilbao and
Valencia, through the Stock Exchange Interconnection System (Continuous Market).

BANESTO, pursuant to the agreements passed by its Board of Directors at its meeting
held on Ist October 2002, by virtue of the express authorization by the General
Meeting of Shareholders held on 16th February 1999, shall request official listing of all
the New Shares of BANESTO that are issued due to this Issue on the Stock Exchanges
of Madrid, Barcelona, Bilbao and Valencia, as well as their inclusion in the Stock
Exchange Interconnection System (Continuous Market).

BANESTO to have the New Shares listed as soon as possible, once the Capital Stock
Increase is subscribed and concluded, or incomplete if appropriate, to which end it will
take all the necessary action and, especially, that referred to in section II.1.3 above,
without there being any undertaking thereon. Specifically, it is foreseen for
disembursement by the investors and declaration of subscription and conclusion
(complete or incomplete) to take place on 26th November 2002, for the capital stock
increase forming the object of this Prospectus by the Board of Directors of BANESTO,
and the granting and registration of the relevant deed of capital stock increase at the
Mercantile Registry of Madrid. Exceptionally, if there is any case of automatic
revocation during the Public Offering to Sell Tiers of Shares issued by BANCO
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I11.9.

SANTANDER CENTRAL HISPANO as foreseen in section 2.11.2. of the Reduced
Prospectus of the Offering, granting the deed of capital stock increase shall be
performed on conclusion of the extraordinary period for revocation of subscription
orders to which section 2.10.5 of this Prospectus refers, thus delaying listing of the
New Shares, once that deed is registered at the Mercantile Registry of Madrid.

With the exception provided in the preceding paragraph, should any case of automatic
revocation of the Offering take place, BANESTO wishes, as far as possible, to have the
public deed of granting capital stock increase registered at the Mercantile Registry
performed on [26]th November 2002, and for the Shares to begin to be listed on [27]th
November 2002. It is recorded, however, that the effective date of listing stated may
not be assured with absolute certainty, as its fulfilment depends on factors of which
some are beyond the control of BANESTO and attributable, mainly to SCLV and its
Adhered Companies and to the Mercantile Registry of Madrid.

In any case, in the event of the Shares not having been admitted for trading on the
Stock Exchanges of Madrid, Barcelona, Valencia and Bilbao during the day of the
[28]Jth November 2002, BANCO SANTANDER CENTRAL HISPANO and
BANESTO will proceed to publicize that circumstance and the reasons for the delay in
an announcement published in the Listing Bulletins of the Stock Exchanges of Madrid,
Barcelona, Bilbao and Valencia and in a national newspaper, also proceeding to report
this to the CNMV.

BANCO ESPANOL DE CREDITO, S.A. knows the requisites and conditions set for
admission, keep and exclude the shares representing its capital stock on the
aforementioned organized markets.

Rights and obligations of BANESTO shareholders
The holder of the New Shares shall have the rights and obligations inherent to shareholder

status, as set forth in the Stock Company Act and in the Bylaws of the COMPANY
ISSUING, deposited at the National Stock Exchange Commission.

11.9.1. Entitlement to a share in distribution of corporate profit and in the assets

arising from liquidation

The New Shares shall be ordinary shares, belonging to the same class and series as those
now in circulation. Thus, those New Shares will entitle their holder to a share in the
distribution of the corporate profit and in the assets obtained from liquidation, on the same
terms as the shares in circulation at the time of the capital stock increase being subscribed
and declared paid up by the Board of Directors of BANESTO, and all pursuant to the
current Stock Company Act and the company Bylaws.

As to the right to obtain a dividend, the holder of the New Shares shall be entitled to
receive all amounts in interim dividends and complementary dividends that are paid out to
the shareholders of BANESTO as of the same date stated in the preceding paragraph.




The yields obtained from the New Shares shall be paid out through the SCLV or, with its
assistance, and shall expire in favor of BANESTO within the term of five years as of the
date stated to commence collection thereof,

IL9.2. Pre-emptive right to subscribe new shares or convertible bonds

The New Shares will entitle their holder to a pre-emptive subscription right to issue of new
shares or convertible bonds, all on the terms foreseen in the Stock Company Act and the
company Bylaws of BANCO ESPANOL DE CREDITO, S.A., notwithstanding the
possibility of full or partial exclusion of that right by virtue of the agreement by the
General Meeting of Shareholders of BANCO ESPANOL DE CREDITO, S.A., or by the
directors on the terms foreseen in article 159 of the Stock Company Act.

The New Shares shall also entitle their holders to free ®signment as stipulated in the
Stock Company Act in the event of fully released capital increases being performed.

11.9.3. Right to attend and vote at General Shareholders’ Meetings and to contest
corporate resolutions

The New Shares will grant their holders the right to attend and vote at the General
Meeting of Shareholders and to impugn corporate agreements, according to the general
regime established in the Stock Company Act and in the Bylaws of BANCO ESPANOL
DE CREDITO, S.A.

As to the right to atend the General Meeting of Shareholders, articles 29 and 30 of the
Bylaws of BANCO ESPANOL DE CREDITO, S.A. establish certain restrictions that are
transcribed below:

«Article 29. Holders of at least fifty shares may take part in the General Meeting ¢
Shareholders. Each shareholder shall have one vote for every fifty shares held. Holders of less
than fifty shares shall be allowed to group together until gathering at least that figure, in order to
attend and vote at Meetings, and representation of such groups may be assigned to any one of the
syndicated shareholders. The syndicate must be accredited in writing, signed by all the
shareholders concerned, specifically for each Meeting. If this is not done so, any of them may
confer his representation at the Meeting to any other shareholder with the right to attend, who
may act as such pursuant to the Law.

Article 30°. All shareholders who hold the number of shares stated in the previous article
shall be entitled to attend the General Meeting of Shareholders when they have registered them
on the register of annotations in the relevant account at least five days prior to that on which the
Meeting is to be held.

Shareholders entitled to attend may delegate their representation upon another person who is a
company shareholder and part of the Meeting. The representation must be nominative and
granted in writing, specifically for each Meeting. This is all norwithstanding the terms foreseen in
Article 108 of the Stock Company Act.

In order to enable shareholders to fulfil their right to attend, vote, be represented and syndicated
at the General Meeting of Shareholderss of the Company, any shareholder who so requests may
obtain a nominative, personal attendance card from the company registered office, as of the date




of publication of the calling to the Meeting, which will allow him 1o exercise all the rights to
which he is entitled as a shareholder of the Company.

Shareholders residing far from the registered office may also be represented or syndicated by
sending in their attendance card, obtained from the Company, by fax or by any other written
means of communication. Whatever the means used, it shall require validation by written
confirmation, signed by a person with a Company proxy, 1o justify receipt of the card by the same
procedure used for dispatch or another similar one.

In the event of public request for representation, the terms of article 107 of the current Stock
Company Act shall apply.

The directors must attend the General Meeting of Shareholders. The Meeting must also be
attended, with the right speak but not vote, by the directors, technicians and other persons who, in
the opinion of the Board of Directors, have an interest in the proper running of company business
and whose intervention at the Meeting may, if necessary, be useful to the Company. The
Chairman of the General Meeting of Shareholders may authorize attendance by any person he
may deem fit, notwithstanding the power of the Meeting to revoke that authorization. »

On the other hand, the Bylaws of BANCO ESPANOL DE CREDITO, S.A. shall not
establish any limitation or restriction whatsoever as to the maximum number of votes that
may be issued by a sole shareholder, so that, pursuant to article 29 transcribed above, each
shareholder shall have one vote per fifty votes held, individually or in a syndicate with
others. :

Quorum and majorities needed to pass resolutions at the General Shareholders meetings of
BANESTO are governed principally by Articles 36 and 38 of the bylaws of BANESTO.

11.9.4. Infermation Rights

The New Shares shall entitle their holder to the information set forth in general terms in
article 48.2.d) of the Stock Company Act, especially that of return 112 of the same legal
text, on the same terms as the rest of the shares comprising the capital stock of
BANESTO. They shall also have the same specific features as set forth in detail in the
articles of the Stock Company Act as to the right to information, on amendment of the
bylaws, capital increase or reduction, approval of the annual accounts, issue of convertible
bonds and debentures, transformation, merger and split, dissolution and liquidation of the
company, and other corporate acts or operations.

I1.9.5. Accessory features, privileges, powers and duties related to ownership of the
shares in the ISSUER
Neither the New Shares or the remaining shares issued by BANESTO have any linked

accessory yield whatsoever. Likewise, the Bylaws of BANESTO do not contain any
provision on privileges, powers or special duties arising from shareholding.

I1.9.6. Date on which the rights and obligations of the shareholder are effective in
respect of the New Shares

Holders of New Shares shall be considered shareholders of BANESTO on identical terms
to the present shareholders of the company and thus shall enjoy the political and economic
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rights inherent to shareholder status in BANESTO as of the date on which the capital
increase 1s declared subscribed and paid up by the Board of Directors of the ISSUING
COMPANY.

It is declared that neither in the last three completed financial years (1999, 2000 and
2001), nor during the period of the financial year 2002 elapsed up to the date of
verification of this Prospectus, have dividends been distributed against the profit obtained
by the Bank, notwithstanding the capital reductions with contributions returned to the
shareholders performed during those financial years, on the terms stated in sections 11.17.4
and II1.3.4. of this Prospectus.

I1.10. Subscription applications

I1.10.1. Group of potential subscribers to whom the securities are offered to

Just as stated in sections 0.1.2.1. and I1.5.4. of this Prospectus, this capital stock increase
was performed with recognition and attribution of the right to pre-emptive subscription
in favor of the shareholders of BANESTO, in a proportion of TWO (2) New Shares to
every FIFTEEN (15) old shares now in circulation, excluding the ten thousand own
shares held by BANESTO in its own portfolio, the pre-emptive subscription rights of
which were attributed proportionally to the remaining shareholders in fulfilment of
article 79.1 of the Stock Company Act, with renunciation by the shareholder and
Managing Director of BANESTO, Mr. Outédn, to the pre-emptive subscription rights to
nine (9) of the shares he holds.

The pre-emptive subscription rights arising from the increase may be freely traded on the
Stock Exchanges of Madrid, Barcelona, Bilbao and Valencia, through the Stock
Exchange Interconnection System, so the New Shares from this issue will thus be
initially assigned to the Company shareholders and to other investors who acquire the
relevant rights, subscribing the New Shares during the Subscription Period by exercising
the said subscription rights, and according to the proportion aforementioned.

The information included herein shall not be published or disclosed to residents in
Unated States or in any other countries in which the distribution of such information is
restricted by law, and does not constitute a public offering, nor a demand of purchase
offers, of securities in United States, nor in any other country in which these kinds of
offers are not permitted.

BANESTO declares that neither the pre-emptive subscription rights, nor the New Shares
in BANESTO have been registered according to the U.S. Securities Act of 1933, nor the
securities act of any country other than Spain, and BANESTO has not carried out out any
formalyty to allow trading of such pre-emptive subscription rights or of the New Shares
in any country other than Spain. The pre-emptive subscription rights cannot be
transmitted by United States holders (as defined by Rule 800 of the U.S. Securities Act of
1933), except as established in the regulations of that Rule. :

The pre-emptive subscription rights arising from the direct stake held by the majority
shareholder of BANESTO, BANCO SANTANDER CENTRAL HISPANO, shall not be
subject to trading on the Stock Exchanges, but rather shall be offered by BANCO
SANTANDER CENTRAL HISPANO in Tiers comprised of fifteen subscription rights
each, within the simultaneous framework of the public offering to sell by SCH, the
Offering Prospectus of which was verified and recorded on the official register at the
CNMYV on the same date as this one, being immobilized and assigned meanwhile to the
outcome of the said Public Offering.




Just as has been stated in the Offering Prospectus, purchase of Tiers of Rights by the
investors awarded these in the Offering will also involve, as a condition of the sale, an
inseparable, irrevocable means of simultaneous statement of the will to exercise the
rights finally acquired, covered by the Tiers of Rights awarded and thus order to
subscribe and obligation to disemburse the relevant ordinary shares in BANESTO for

these, with the correlative obligation to pay up the Issue Price of the Shares thus
subscribed.

Pursuant and to the effects established in articles 161.1 and 162.2.2° of the Stock
Company Act, the agreement to increase capital to which this Prospectus refers expressly
foresees the possibility of incomplkte subscription, the directors being authorized to

agree closing of the capital increase at an amount equal to the nominal amount of the
shares effectively subscribed.

11.10.2. Subscription period
11.10.2.1. Dates of commencement and expiration of the Subscription Period

The Subscription Period of the capital increase forming the object of this information
Prospectus shall have a duration of fifteen days, beginning on 11th November 2002,
after publication of the announcement of capital increase n the Official Bulletin of the
Mercantile Registry, and shall end on 25th November 2002. It shall also proceed to
publicize the capital increase in the specialized financial press and in the Stock Exchange
Listing Bulletins.

11.10.3. Places and Institutions where subscription may be applied for

During the Subscription Period, the shareholders and/or investors holding the
subscription rights may issue the order to exercise the rights and to subscribe the new
shares subject to the issue before any of the Adhered Firms of the SCLV or at those
where their BANESTO shares or pre-emptive subscription rights arising from the capital
increase are annotated.

The orders issued shall be understood to have been made definitively and irrevocably
(this notwithstand ing the terms set forth in section 11.10.6 below), and the Adhered Firms
must proceed on behalf of their orderers to report the total volume of subscriptions made
there, as well as the complete list of subscribers, to the Agent Institution, no later than
XXX hours on the last working day of the Subscription Period, that is, the [25]th of
November 2002, following the operating instructions provided for that purpose by the
Agent Institution.

The Agent Institution may not admit communications from the Adhered Firms that have
not been transmitted on a date and at the time later than that stated, or which do not fulfil
the requisites or instructions established, without any liability whatsoever on its part and
without prejudice to the eventual hiability in which the Adhered Firm in breach may have
incurred to the holders of the orders presented at that Firm on time.

I1.10.4. Manner and dates of settlement

The full payment of the Issue Price of each share subscribed shall be made by the
subscribers not later than 9.00 p.m. of November 26, 2002, through the Firms Adhered
to the SCLV at which their subscription orders were issued.




The Adhered Firms, in turn, shall pay the amounts received for subscription of the
shares to the Agent Institution, on behalf of BANESTO, no later than [9:00] hours a.m.
(Madrid time) on the day following that of the Subscription Period being closed, that is
26th November 2002, with value date on that same day, according to the instructions to
that end issued by the Agent Institution.

If any of the Adhered Firms does not fully or partially perform the payment of the
relevant amounts for those subscriptions within that term, the Agent Institution shall
consider those subscriptions have not been made, without any liability whatsoever
neither on its part, nor on the part of BANESTO, and without prejudice to the eventual
liability in which the Adhered Firm in breach may have incurred to the holders of the
orders presented at that Firm on time.

If any of the Adhered Entities that have complied with payment of the Issue Price of
the New Shares within the corresponding term, does not communicate subscriptions to
the Agent Institution as indicated in section I1.10.3, the Agent Intitution will be entitled
to assign the New Shares to the relevant Adhered Entity, without any liability
whatsoever neither on its part, nor on the part of BANESTO, and without prejudice to
the eventual liability in which the Adhered Firm in breach may have incurred to the
holders of the orders presented at that Firm on time.

11.10.5. Manner and term of delivery of the New Shares to the subscribers

Each one of the subscribers of shares forming the object of this capital increase shall be
entitled to obtain a signed copy of the subscription bulletin from the Adhered Firm, on
the terms established in article 160 of the Stock Company Act.

Those subscription bulletins will not be negotiable and will remain in force until they are
assigned the relevant registration references for the shares subscribed, without prejudice
to their effect as proof, in the event of potential claims or incidents.

11.10.6. Extraordinary period to revoke subscription orders

As stated in section 0.1.2.1. above, simultaneous to the Capital Increase, BANCO
SANTANDER CENTRAL HISPANO, will isswe a public offer to sell the pre-emptive
subscription rights from the direct stake to which that institution is entitled in the Capital
Increase. That public offering to sell is subject to the usual cases of withdrawal and
automatic revocation for such operations, as detailed in the Offering Prospectus. If any
of the said cases of withdrawal and/or automatic revocation were to take place, BANCO
SANTANDER CENTRAL HISPANO would not exercise the rights covered by the
Tiers subject to Offer and SCHI would not exercise the the rights corresponding to the
call optionmentioned in section II.17.7. and, thus, neither SCH nor SCHI would
subscribe or disemburse the relevant Shares in BANESTO within the framework of the
Capital Increase. If the said withdrawal and/or atomatic revocation of the Offer were to
take place, an extraordinary revocation period would also be opened in the Capital
Increase, that in the case of withdrawal of the Offer would be extended until the last day
of the pre-emptive subscription period, that is, 25th November 2002. Within those
deadlines, persons who have subscribed New Shares in BANESTO in the Capital
Increase and outside the Offer may, if they so wish, revoke the subscription made at the
Adhered Firm through which they have exercised their pre-emptive subscription rights,
obtaining reimbursement of the relevant Issue Price for the new shares subscribed, it
being understood that if no notice whatsoever is received, they have opted to maintain
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the subscription of the shares. When that extraordinary period has concluded,
BANESTO shall declare the subscription incomplete and close the Capital Increase at
the amount of the subscriptions made and not revoked.

Reimbursement of the Issue Price of the New Shares to the subscribers who have
revokeed their subscription on the basis of the withdrawal and/or automatic revocation of
the Offering must be made by the Adhered firm through which the subscription was
performed, free of any expense or commission, with value date no later than November
26, 2002, in the case of withdrawal, and December 2, 2002 in the case of automatic
revocation. :

11.11. PRE-EMPTIVE SUBSCRIPTION RIGHTS TO THE SHARES SUBJECT TO

THE CAPITAL INCREASE

11.11.1. Indication of their diverse holders

Pre-emptive subscription rights to the shares forming the object of this issue shall be
held, in the proportion of TWO (2) New Shares per FIFTEEN (15) old shares now in
circulation, by all shareholders of BANESTO (with the exception of the Managing
Director Mr. Outon, as to the relevant rights to nine (9) of the fifty shares in BANESTO
he holds), when they hold that status on closing on the working day prior to
commencement of the Subscription Period, that is, at 23:59 hours on [8]th November
2002, for all the shares in BANESTO they hold on that date, as well as the investors who
acquire those rights, as mentioned in section I1.11.2 below.

In fulfilment of the terms set forth in section 1 of article 79 of the Stock Company Act,
the proportion stated in the preceding paragraph has been established considering the
effect of the proportional attribution to the remaining shareholders of Banco Espariol de
Crédito, S.A. of the pre-emptive subscription that would otherwise have been assigned to
the ten thousand (10,000) own shares the company had in own portfolio on the date of
passing the agreement to increase the capital stock.

BANESTO has not issued convertible bonds or other securities other than shares, that
entitle their holders to pre-emptive subscription rights in this issue.

As stated in section 0.1.21., at the same time that the share capital increase in being
performed, BANCO SANTANDER CENTRAL HISPANO will carry out a Public
Offering (the “Public Offering” or the “Offering”) of 551.216.595. rights to subscribe
for ordinary shares, such rights being pooled in Tiers of 15 Rights each tier (the “Tiers
of Rights™), each of them entitling to subscribe 2 shares of Banesto at a issuance price
of 2.03 euro per share, said offering being described in a other prospectus registered
with the CNMV on the same date of registration of this Prospectus (the “Prospectus of
the Offering”).

In addition to the Offering, BANCO SANTANDER CENTRAL HISPANO will
transfer 55.128.960 additional Rights to SANTANDER CENTRAL HISPANO
INVESTMENT, S.A., which will be exercised by this entity, subscribing and paying-
up the 7.350.528 shares of BANESTO corresponding to such Rights. SANTANDER
CENTRAL HISPANO INVESTMENT, S.A. will grant a call option (green shoe)
over such shares to CREDIT SUISSE FIRST BOSTON EQUITIES LIMITED, a
established in the Offering Prospectus.

If the event of withdrawal and/or automatic revocation BANCO SANTANDER
CENTRAL HISPANO would not exercise the rights covered by the Tiers subject to
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Offer and SCHI would not exercise the the rights corresponding to the call option
mentioned in section I1.17.7. and, thus, neither SCH nor SCHI would subscribe or
disemburse the relevant Shares in BANESTO within the framework of the Capital
Increase

I1.11.2. Markets on which the subscription rights may be traded

The pre-emptive subscription rights will be transmissible on the same conditions as the

shares from which they are derived, on the Stock Exchanges of Madnd, Barcelona,

Bilbao and Valencia, through the Stock Exchange Interconnection System (Continuous

Market). The Adhered Firms must inform the SCLV during the last working day of the

Subscription Period, that is, on [25]th 2002, no later than XXX hours on that day and

following the operating instructions provided for that purpose, as to all the purchase and
. sale operations of pre-emptive subscription rights performed with their intervention.

Just as stated above in section 11.10.1. of this Prospectus, the pre-emptive subscription
rights from the direct stake held by the majority shareholder of BANESTO, BANCO
SANTANDER CENTRAL HISPANO, shall not be subject to trading on the Stock
Exchanges, but shall rather be immobilised and assigned to the outcome of the Public
Offering to Sell Tiers of Rights made by that institution, the Offering Prospectus of
Wh‘[i}fh was ‘erified and registered on the official register of the CNMV onthe same date
as this one.

11.11.3. Complete information on the coupons or similar accessory securities intending
to facilitate exercise or transmission of the pre-emptive subscription rights

Pursuant to the terms set forth in article 42 of Royal Decree 116/92, of 14th February, on
the date of commencement of the capital increase Subscription Period, the SCLV shall
proceed to pai the relevant subscription rights for each one of these into the accounts of
the Adhered Firms, issuing the relevant notices so that, in turn, they may make the
relevant payments into the accounts of each one of their holders.

The SCLV Adhered Firms shall proceed to issue the relevant documents to accredit
ownership of the rights, according to the shares recognised in their accounting records on
behalf of their holders, for the purpose of exercise as well as transmission of the rights.




11.11.4. Theoretical value of the preemptive subscription right

Considering the value of the share prior to the capital increase to be that listed on the
Continuous Market at the end of the session on XXX of XXXXXXXXXXXX 2002, that
amounted to XX. XX EURO, and considering that the issue price of the new shares is
2.03 EURO, the theoretical value of the pre-emptive subscription shall be XX, XXXX
EURO, according to the following formula:

VTD= PC- (PCxN)+(PExn)
N +n)

where,

VTD= Theoretical value of the right.

PC= Listed price prior to the capital increase.
PE= Issue price.

N= Number of shares prior to the capital increase.
n= Number of shares issued.

Notwithstanding the foregoing, the indicative, non binding price band that has been
established by BANCO SANTANDER CENTRAL HISPANO for the purposes of the
Public Offer to Sell the Tiers of Rights lies between 12.3 and 15.83[A] EURO for each
Tier of Rights.. Considering the Issue Price of the Shares, that Price Band involves an
implicit valuation being attributed to the BANESTO share, after the Share Capital
Increase, between 8.18 and 9.94 EURO.

It is expressly stated that that band of prices was set by BANCO SANTANDER
CENTRAL HISPANO, after consulting the Global Offer Co-ordination Institutions,
without an independent expert to take any responsibility at all for valuation of the Tiers
of Rights resulting from that Price Band, which has been established according to the
criteria usually taken, considering the valuation attributable to the BANESTO share,
from which the Issue Price of the BANESTO New Shares has been deducted,
subscription of which entitles the Tiers of Rights in the proportion of two New Shares for
each Tier of Rights.

There is no certainty as to what the definitive price of the Tiers of Rights of the Offer
will be, and whether this will be included within that indicative, non binding price band
or not, although one may affirm that the price will depend to a greater extent on the
volume of demand recorded in the Offer and on the prices offered by the institutional
investors in the proposals to purchase the Tiers of Rights presented in the Institutional
Tranches, than from the stock exchange listing of the BANESTO shares. Nor may one
foresee what price be on the market will be assigned to the pre-emptive subscription
rights arising from this Issue other than those that are subject to an Offering by BANCO
SANTANDER CENTRAL HISPANO, although their price may foreseeably tend to be
nearer to that obtained from the price band than the relevant theoretical value
aforementioned.

I.12 PLACEMENT AND ASSIGNMENT OF THE SECURITIES

11.12.1. Institutions that will intervene in the placement or commercialisation of the
shares. Their description and functions

All the Firms Adhered to the SCLV at which the pre-emptive subscription rights arising
from the Capital Ircrease are annotated, may intervene in the subscription of the New
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Shares forming the object of this capital increase, as stated in section I1.10.3. above. On
the other hand, the institutions participating in the simultaneous Public Offering to Sell
Tiers of Rights made by BANCO SANTANDER CENTRAL HISPANO shall be those
stated in the Offering Prospectus. ’

11.12.2. Managers

No director institution at all is involved in this Issue.
The managers of the Public Offering, as well as the entities acting as joint global
coordinators thereof, are identified in the Abridged Prospectus of the Offering.

I1.12.3. Underwriters

No insurance institution at all is involved in this Issue, which is not subject to direct
insurance.

However, the entities acting as underwriters of the Offering made by the majority
shareholder of BANESTO, BANCO SANTANDER CENTRAL HISPANO, S.A, are
listed in the Offering Prospectus.

11.12.4. Agent Institution

The Agent Institution m this Issue, as well as in the Public Offering made by SCH, is the
company SANTANDER CENTRAL HISPANO INVESTMENT, S.A., with registered
office in Madrid, Plaza de Canalejas number 1. Acting as Agent Institution,
SANTANDER CENTRAL HISPANO INVESTMENT, S.A. will perform, among
others, the duties described in sections 11.10.3. and 11.10.4. of this Prospectus, according

to the terms of the Agency Agreement executed on November 5, 2002 between SCH and
SCHIL

IL.12.5. Verification of Managers

The representatives of the of the following entities, who have signed the lettters of
verification attached to this Prospectus as Annex 6:

(a) BANESTO BOLSA, S.A., S.V.B,, as Global Coordinator and Manager for the Retail
Offering and the Spanish Institutiomal Offering;

(b) CREDIT SUISSE FIRST BOSTON EQUITIES LIMITED, as Global Coordinator and
Manager for the Spanish Institutional Offering; '

(c) SANTANDER CENTRAL HISPANO INVESTMENT, S.A., as Global Coordinator and
Manager for the Spanish Institutional Offering;

jointly and severally state that:

(a) they have followed all the necessary steps in order to verify the information contained in
this Folleto and the Abridged Prospectus of the Offering;
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(b) that they consider, according to the aforementioned verifications, that there are no
circumstances that could contadict such information in this Prospectus and the Abridged
Prospectus, and that such Prospectuses do no omit significant facts or data that could be
relevant for the investors.

This declaration does not cover the audited and nonaudited information contained in the
financial statements.

11.12.6. Pro-rata distribution

There will be no pro-rata distribution in this Issue, due to its characteristics,
notwithstanding this occurring in the Public Offering to Sell subscription rights made by
BANCO SANTANDER CENTRAL HISPANO, S.A. on the terms foreseen in the
information Prospectus thereon.

11.12.7. Lock up undertaking

The Assurance and Placement Contracts for the Minority Tranche and for the
Institutional Tranches of the Public Offering to Sell Tiers of Rights will include an
undertaking by BANESTO and BANCO SANTANDER CENTRAL HISPANO, except
if expressly authorized by all the Global Co-ordinating Institutions, not to issue, offer or
sell shares, bonds or convertible or exchangable bonds or any other instruments a
contracts that may give the right, directly or indirectly, to subscription or acquisition of
shares in BANESTO, nor to perform any operation (even with derivates) that may have
a similar economic effect on the issue, offer or sale of the above securities or instruments
until 180 days have elapsed from the date of listing of the Shares, except for (i) those
arising from operations that for part of the ordinary market making operations,
commercialisation of securities and banking activities of BANESTO and SCH, or firms
belonging to its Group, in thes sense of article 4 of Act 24/1988, of 28th July on the
Stock Exchange, to the extent that such activities will be carried out in the normal course
of the business of BANESTO and SCH or of the firms in its group and are consistent
with prior practice by those firms, (ii) those leading to delivery of BANESTO shares to
the minority shareholders of Banco del Desarrollo Econdémico Espaiol, S.A, in order to
attend to the exchange of shares arising from the merger by absorbtion of that institution
by BANESTO, and, (iii) exclusively in the event of the percentage of free-float of
BANESTO not reaching 10% of its capital after the Capital Increase and Offering, the
disposal of shares by BANESTO that is performed if appropriate by BANCO
SANTANDER CENTRAL HISPANO in order to fulfill its undertaking to increase
the percentage of free-float of BANESTO up to 10% of its capital, in principle no
later than the first quarter of financial year 2003 [pending discussion].

I1.13. COMPLETION OF THE PROCESS
I1.13.1. Incomplete subscription

The conditions of this Issue, which were agreed by the Board of Directors of BANESTO
at its meeting on lIst October 2002, expressly foresee the possibility of agreeing
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incomplete subscription of the capital increase, as foreseen in article 161.1 of the Stock
Company Act.

The following is a literal transcription of mention of the incomplete subscription scenario
included in the agreement by the Board of Directors, that 1s recorded in the certification
attached as Annex 4 to this Prospectus:

“Incomplete subscription. In the event that this capital increase is not fully subscribed,
the capital stock of Banco Espaniol de Crédito, S.A. will be increased by the amount
effectively subscribed, pursuant to the terms provided in article 161.1 of the Stock
Company Act.”

11.13.2. Term and manner of delivery of the definitive titles or certificates of the
securities

11.14.

As the New Shares issued due to the capital increase will be represented by means of
annotations to account, physical titles representing these will not be issued.

As these are securities represented by annotations to account, they shall be constituted as
such by virtue of registration on the central register kept by SCLV, after a copy of the
deed of capital stock increase is deposited at the CNMV and Governing Bodies of the
Stock Exchanges of Madrid, Barcelona, Valencia and Bilbao. On the same day is it is
registered on the central register kept by SCLV the Adhered Firms will perform the
relevant entries in their accounting records in favor of the subscribers of the shares
forming the object of the capital increase.

The new shareholders shall be entitled to obtain certificates of legitimacy for those shares
from the Adhered Firms where the new shares are registered, pursuant to the terms of
Royal Decree 116/1992, of 14th February. The Adhered Firms shall issue those
legitimacy certificates before the end of the working day following that of application by
the subscribers.

ISSUE EXPENSES

The estimated expenses of the issue (without including VAT), assuming complete
subscription of the capital increase, are as stated below, in EURO, merely for the
purposes of illustration:

1. CNMV fees

2. SCLV tariffs and commissions

3. Legal and commercial announcements
3. Mercantile Registry and Notarial fees

4. Tax on Corporate Operations

5. Others (Agente Institution, printing, etc.)

TOTAL

The issue expenses stated represent approximately XX.XX % of the effective amount of
the ssue.
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11.15. TAX REGIME

The following is a brief analysis of the main physical consequences arising from the
subscription, holding and later transmission, if appropriate, of the Shares in BANESTO
to be issued due to the Capital Increase. That analysis is a general description of the
applicable regime according to the Spanish laws in force (including their statutory
development) on the date of approval of this Prospectus, notwithstanding the regional
tax regimes on Economic Formalities and Conventions n force, respectively, in the
Historical Territories of the Basque Country and the Regional Community of Navarra.

However, one must bear in mind that this analysis does not explicitly cover all the
possible tax consequences of the aforementioned operatiors, nor the regime applicable to
all categories of investors, some of whom (as in the example of financial institutions,
collective investment institutions, co-operatives, etc.) are subject to special regulations.

In this sense, a Draft Act is now being debated in parliament concerning reivem of the
Personal Income Tax, Company Tax and Non Resident’s Tax, which, when passed,
may affect, as of 1st January 2003, the tax regime of the New Shares as stated below.

Thus, it is advisable for investors to consult their lawyers or tax advisors, who may
provide more personalized advice considering their specific circumstances.

I1.15.1. Indirect taxation in acquisition and transmission of the New Shares

Acquisition of the New Shares and, when appropriate, later transmission of these, shall
be exempt from Stamp Duty and Conveyance Tax and from Value Added Tax, on the
terms foreseen in article 108 of Act 24/1988, of 28th July on the Stock Exchange and
concordats of the laws regulating the said taxes.

II.15.2. Direct taxation arising from ownership and transmission of the New
Shares

11.15.2.1. Investors resident in Spanish territory

This section analyzes the tax treatment applicable to investors resident in Spanish
territory, as well as others who, while not resident, are tax payers of Non Resident Income
Tax (hereinafter “IRnR”) who act through a permanent establishment in Spain, as well as
other investors, individuals, resident in other member States of the European Union (as
long as they are not in a territory chssifity by the regulations as a tax haven) who are also
tax payers of IRnR, whose yield obtained in Spanish territory from work and financial
activities amount to at least 75% of their whole income in the financial year and who opt
to pay. taxes as tax payers under the Personal Income Tax heading (hereinafter “IRPF”).

To these ends, those considered resident investors in Spain, notwithstanding the terms of
the Conventions to avoid Double Taxation signed by our country, are resident entities in
Spanish territory pursuant to article 8.3 of Act 43/1995, of 27th December, on Company
Tax (hereinafter “LIS”) and individual tax payers resident abroad, members of Spanish
diplomatic missions, Spanish consular offices and other official offices, on the terms of
article 9.2 of the said rule. Likewise, individuals who are Spanish nationals who accredit
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new tax residence in a tax haven, during the tax period in which the change of resident
takes place, as well as during the following four, shall be considered investors resident in
Spain.

We shall now analyze the tax regime applicable to individuals, on one hand, and to tax
subjects under Company Tax (hereinafter “I1S”), on the other.

11.15.2.1.1. Individuals

(a)

(a)

Personal Income Tax (ILR.P.F)

The yield obtained by investors resident in Spain from dividends, shares in profit,
premiums to attend Meetings or any other utility arising from their shareholder
status, shall constitute a computable income in the taxable base for personal
taxation.

In order to integrate it in he taxable base for LR.P.F., the full yield shall be
quantified at 140% of the yield received, although it shall be quantified at 100% in
the case of shares acquired within the two months prior to the date on which these
would have been paid when, after hat date, within the same term, there is a
transmission of homogeneous stock. In order to calculate the net yield, the expenses
of administration and custody of the shares shall be deductible in the manner
provided in article 24 of the Personal Income Tax Act and other Tax Rules of 9th
December 1998 (I.R.P.F. Act).

The shareholders shall be entitled to deduct the total liquid quota of LR.P.F. of 40%
of the full amount received for those amounts. The amounts not deducted due to
insufficient liquid quota may be deducted in the following four years. This
deduction shall not be applied in relation to the yield on shares acquired within the
two months prior to the date on which these have been paid when, after that date,
within the same term, there is a transmission of homogeneous stock.

Transmissions of New Shares performed by tax payers of LR.P.F., as well as the
remaining asset alterations considered under article 31 of the LR.P.F. Act, shall give
rise to capital gains and losses, that shall form part of the taxable base and be subject
to taxation according to the general rules for that kind of income, among which one
must mention:

Capital gains or losses, in the event of transmission by onerous means shall be set by
the difference between the amount paid for acquisition of the New Shares -
increased by the expenses and taxes inherent to same - and amount of the disposal -
minus the expenses and sums inherent thereto. To these ends, the acquisition value
of the New Shares shall be determined by the sum of (i) the price paid, if
appropriate, for the pre-emptive subscription, and (i1) the Issue Price of the New
Shares to which those rights entitle their holder.On the other hand, the amount of the
disposal shall be determined by the listing on the official Spanish secondary stock
exchange on the date on which it takes place, or by the price agreewhen this is
higher than listed.
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(b)

(©)

(d)

(e)

)

(®

(h)

(b)

The amount obtained from the sale of pre-emptive subscription lowers the
acquisition cost of the shares arising therefrom, for the purposes of future
transmissions, until the cost of acquisition is reduced to zero. The amounts received
above the acquisition cost are considered capital gains.

When the investor holds homogeneous stock acquired on different dates, those
acquired first shall be considered to have been transmitted. When subscription rights
are transmitted, although not totally, those linked to the shares acquired first shall be
considered to have been transmitted.

Full or partial delivery of new shares, fully or partially released by BANESTO to its
shareholders, shall not be considered income for them. In the case of fully released
shares, the acquisition value of the new ones and of the old ones from which they
proceed shall be set from the result of divididing the total cost of the old shares by
the number of shares, whether old or released, as appropriate. In the case of partially
released shares, this shall be set at the amount really paid. The age of the fully
released shares shall be the same as that of the shares from which they proceed.

Losses arising from transmission of listed shares on any of the Spanish official
secondary stock exchanges shall not be calculated as capital losses when the tax
payer has acquired homogeneous stock within the two months prior to or after that
transmission. The capital losses shall be integrated, if appropriate, to the extent that
shares still held by the tax payer are transmitted.

Capital gains and Josses from transmissions of Shares acquired one year or kss than
one year before the date of transmission shall be included in the general of the
taxable base, according to the settlement regime set forth in article 38 of the LIRPF,
being taxed according to the general scale of the tax.

Gains and losses from transmissions of shares acquired more than a year previously
shall be included and settled in the special part of the taxable base as set forth in
article 39 of the LIRPF, being taxed at a rate of 18%.

There shall be no capital gains in the event of capital reduction with return of
contributions, as their amount decreases the acquisition value of the shares to
annulment, the possible surplus being calculated as yield from stock capital, in the
same manner as foreseen for distribution of the issue premium, without that yield
entithing its holder to quota deduction for double taxation of dividends.

Property Tax

Investors who are individuals resident in Spanish territory, pursuant to the terms of
article 9 of the LIRPF, are subject to Property Tax (hereinafter "IP") on all the
property they own on 31st December each year, regardless of where the assets are
located or where the rights may be exercised. Notwithstanding the specific
regulations approved, if appropriate, by each Regional Government, Act 19/1991, of
6th June, sets an exempt minimum of 108,182.18 EURO for that purpose, and a
scale of levies with marginal rates ranging from 0.2% to 2.5%.
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(c)

To that end, individuals who are resident in Spain for tax purposes who acquire the
New Shares and are obliged to file a tax return for property tax, must declare the
New Shares they own on 31st December each year, which shall be calculated
according to the average trading value in the fourth quarter of that vear. The Finance
Ministry will publish that average listing annually.

Tax on Successions and Donations

Conveyance of shares by lucrative means (due to death or donation) in favor of
individuals resident in Spain shall be subject to Succesion and Dotations Tax
(hereinafter "SDT") on the terms foreseen in Act 29/1987, of '18th December, the
tax payer being the acquirer of the shares, all notwithstanding the specific
regulations approved, if appropriate, by each Regional Government. The applicable
tax rate, according to the general scale of levies and certain circumstances of the
acquirer, shall range from 0% to 81.6%.

11.15.2.1.2. Company Tax Tax-pavers

In the case of holders of New Shares subject to Company Tax, the gross amount of
the yield shall also comprise the taxable base for the tax, generating the right to
make a 50% deduction from its integral quota of taxable income from such yield,
bar certain exceptions, to which ends the taxable base shall be considered the full
amount thereof. :

The amounts not deducted due to insufficient liquid quota may be deducted from the
full quotas in tax periods ending within the seven years immediately and
successively thereafter.

With the same exceptions, the preceding deduction shall be 100% when the
dividends or shares in profit are obtained from a direct or indirect stake of at least
5% of the capital, that has been held uninterruptedly for the year preceding the day
on which the profit distributed is callable.

Among the exceptions that prevent application of the deduction, there is that linked
to performance of operations to reduce capital to constitute reserves, or to
compensate for losses; or transfer of the issue premium to reserves or to a
contribution by the shareholders to replace assets up to the amount of the reduction,
transfer or contribution. In this sense, one must point out that BANESTO, within the
framework of the later correction of its intervention, approved application of
reserves and capital to compensate losses in financial year 1993, at its Extraordinary
General Meeting of Shareholders held on 26th March 1994, reducing the face value
of the shares from 700 to 400 pesetas.

Nor will the deduction be applicable when the dividends or shares in the profit are
from shares acquired within the two months prior to the date on which they have
been paid, when after that date, within the same term, there is a transmission of
homogeneous securities.
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On the other hand, the profit or losses arising from onerous or Jucrative transmission
of the Shares or of any other alteration in the assets related to them shall be included
in the taxable base for payers of company tax, in the manner provided in article 10
and following of the Company Tax Act. In the event of capital reduction with return
of contributions, exclusively the surplus from the value received shall be included in
the taxable base, against the book value of the stake, without that income attributing
the right to quota deduction due to double taxation of the dividends.

Payers of Company Tax holding a percentage stake equal to or greater than 5% of
the capital stock shall also be entitled, when fulfilling the requisites foreseen in
article 28.5 of the Company Tax Act, to the positive yield obtained due to
transmission of the shares enjoying deduction due to double taxation, and when
appropriate, may benefit from deduction for reinvestment of extraordinary profits,
pursuant to the terms established in article 36-3 of the said Act.

11.15.2.2. Investors not resident in Spanish territory

This section analyses the tax treatment applicable to investors who are not resident in
Spanish territory, excluding those who act in the Spanish territory through a permanent
establishment, the tax regime of which is described along with that for resident
INvestors.

Individuals who do not pay Spanish personal income tax (IRPF) and firms not resident
in Spanish territory, as provided in articles 4 and 6 of Act 41/1998, of 9th December,
on Income Tax for Non Residents and Tax Regulations (hereinafter “LIRnR”) shall be
considered non resident.

The regime described below is in general terms, so one must bear in mind the specific

particulars of each tax payer and those that may be applicable due to the Conventions to
avoid Double Taxation between Spain and third countries.

11.15.2.2.1. Tax on the Income of Non-Residents

(a) Yield from capital invested in securities

The dividends and other shares in profit considered equivalent by the tax regulations
thereon, obtained by persons or entities not resident in Spain, that act without a
permanent establishment, shall be subject to taxation under non resident income tax
at the levy rate of 18% of the full amount received, and application of the 140%
multiplication coefficient and the 40% quota deduction previously mentioned for
resident shareholders shall not be applicable.

In general terms, BANESTO shall apply an 18% non resident income tax
withholding at the time of paying the dividend.

However, when investor’s residence makes a double taxation convention subscribed
by Spain applicable, the reduced le vy foreseen by the Convention for such income
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(b)

shall be applied, after accrediting his tax residence in the manner established by the
regulations in force. To these ends, a special procedure approved by Order of the
Finance Ministry on 13th April 2000 is now in force, to perform withholdings for
non resident investors at the relevant withholding rate in each case, or to exclude the
withholding, in the case of financial institutions domiliciled in Spain that are
custodians or managers to collect the yield from such securities.

According to this rule, when distributing the dividend, BANESTO will apply the
withholding to the full amount of the dividend at the rate of 18% and will transfer
the liquid amount to the custodian entity. Custodian entities that accredit, in turn, the
right to application of reduced rates or to exclusion of their customers from
withholdings, in the established manner, (for which the custodian entity must
provide the appropriate documentation in each case, before the 10th of the month
following that in which the dividend is distributed) shall immediately receive the
surplus amount withheld for payment to them.

When an exemption is applicable, or if due to application of a Convention, the
withholding rate i1s under 18% and the investor las not been able to accredit the
right to taxation at a reduced rate, or to exclusion from withholding within the term
stated in the preceding paragraph, it may apply to the Finance Ministry for
reimbursement of the excess amount withheld subject to the procedure, on the return
form foreseen in the Ministerial Order of 22nd December 1999.

In any case, once the withholding is performed by BANESTO or the
appropriateness of the exemption process is recognised, non resident shareholders
shall not be obliged to file a tax return in Spain for IRnR.

Investors are advised to consult their lawyers or tax advisors on the procedure to
follow in each case, in order to apply to the Spanish Tax Authorities for
reimbursement if appropriate.

Capital gains and losses

According to the LIRnR, capital gains obtained by non resident individuals or
corporations from transmission of the New Shares, or any other capital gain related
to these, shall be subject to taxation under IRnR. Capital gains shall be taxed under
IRnR at the general rate of 35%, except if a Convention to avoid Double Taxation
subscribed by Spain is applicable, in which case the terms of that Convention shall
be applied.

Moreover, the following capital gains shall be exempt, through application of the
Spanish domestic law:

6)) Those arising from transmissions of securities performed on the Spanish
official secondary stock exchanges, obtained without involvement of a
permanent establishment by persons or firms resident in a country that has
signed a Convention with Spain to avoid Double Taxation with an
information exchange clause (at present, all the Conventions contain such a
clause, except that with Switzerland).
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(11) Those arising from transmission of shares obtained without mediation by a
permanent establishment by individuals or entities who are tax resident in
other member states of the European Union, as long as they have not been
obtained through countries or territories classified by regulation as tax
havens. As an exception, the exemption does not cover capital gains
generated due to transmission of shares or rights in a company when, at any
expect time the twelve months preceding the transmission, the tax payer has
held, directly or indirectly, at least 25% of the capital or assets of the issuing
company.

The capital gains or losses shall be calculated and submitted for taxation
separately for each transmission, it not being possible to compensate gains and
losses in the case of several transmissions with differing results. Their
quantification shall be performed applying the rules of article 23 of the LIRnR.

When the investor holds homogeneous stock, acquired on different dates, those
acquired first shall be understood to have been transmitted.

The amount obtained from the sale of pre-emptive subscription rights shall be
subtracted from the acquisition cost of the shares these used to obtain, for the
purposes of future transmissions, until that cost is reduced to zero. The surplus
amounts received on the acquisition cost are considered capital gains.

The delivery of fully or partially released free shares by BANESTO to. its
shareholders shall not be considered income for them.

In the case of fully released shares, the acquisition value of the new and the old
ones from which they proceed shall be set at the result of dividing the total cost of
the old ones by the relevant number of shares that are old as well as released. For
partially released shares, these shall be valued at the amount really paid.

Pursuant to the terms of the LIRnR, capital gains obtained by non residents without
mediation by a permanent establishment shall not be subject to withholding or
deposit to account under the IRnR.

The non resident investor shall be obliged to file a tax return determining and
depositing, if appropriate, the relevant tax debt. That return and settlement may also
be made by its tax representative in Spain or the custodian or manager of the Shares,

subject to the proceeding and tax return form foreseen by Ministerial Order of 22nd
December 1999.

I1.15.2.2.2. Property Tax

Without prejudice to the terms of the Conventions to avoid Double Taxation signed by
Spain, individuals who are not usually resident in Spanish terntory are subject to taxation
pursuant to the terms of article 9 of the LIRPF when holders on 31st December of each
year of assets located in, or rights that may be exercised therein. These assets or rights
shall be the sole items taxed, applying them the general tax scale levied, the marginal rates
of which range from 0.2% to 2.5%.
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Should 1t be appropriate to levy personal income tax on New Shares belonging to non
resident individuals when these are listed on an official Spanish secondary market, they
shall be calculated by the average official listing in the fourth quarter of each year. The
Finance Ministry shall annually publish that average listing for the purposes of this tax.

The taxation shall be performed by self-settlement that must be presented by the tax payer,
his tax representative in Spain, or the custodian or manager of his Shares in Spain, subject

to the procedure foreseen in the Ministerial Order of 22nd December 1999.

Non resident investors are advised to consult their lawyers or tax advisors concerning the
terms in which, in each specific case, property tax is to be applied.

11.15.2.2.3. Tax on Successions and Donations

Acquisitions on lucrative terms by individuals who are not resident in Spain, wherever
the the transmitter is resident, shall be subject to donation tax when the acquisition is of
assets located in Spanish territory, or of rights that may be exercised within the
territory. In general, the rate of donation tax on acquisitions by non residents subject to
the tax is applied in the same way as for residents.

Companies not resident in Spain are not tax payers of that tax and the yields obtained from
acquisitions by lucrative means shall generally be taxed according to the rules on IRnR
aforementioned.

Non resident investors are advised to consult their lawyers or tax advisors concerning the
terms in which, in each specific case, donation tax is to be applied.

I1.16. PURPOSE OF THE OPERATION

11.16.1. Use to which the amount of the issue is to be put

The transaction will allow BANCO SANTANDER CENTRAL HISPANO to comply
with its commitment regarding the increase of the free-float of BANESTO in a
percentage above 10% of its share capital. Moreover, the transaction will give rise to an
increase in the own resources of BANESTO and the Consolidated Group of SCH and
will entail will strengthen its financial structiwre.

At this moment, and prior to the Offering and the Increase of Capital, BANCO
SANTANDER CENTRAL HISPANO holds an interest in BANESTO of 99.04%,
(directly and indirectly). Such interest will be reduced after the aforementioned
transactions in a variable proportion, depending on different circumstances.

In particular, in the most advantageous event, assuming (i) the full subscription of the
Increase of Capital, (ii) the sale by SCH, pursuant to the Offering, of the alll the Tiers
of Rights being offerred, and (ii) the exercise by CREDIT SUISSE FIRST BOSTON
EQUITIES LIMITED of the call option (green hoe) of Shares referred to in section
11.17.7 below, the direct and indirect interest of SCH in BANESTO will be reduced to
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87.39%, and the free-float of the entity would be 12.61% subsequent to the Increase of
Capital and the Offering.

Even in the case that the aforementioned call option of Shares is not exercised in full by
CREDIT SUISSE FIRST BOSTON EQUITIES LIMITED, if the two events mentioned
in the previous paragraph occur, the free-float of BANESTO subsequent to the Share
Capital Increase would be of 11.55%, which is superior to the 10% to which SCH had
committed, and the direct and indirect interest of SCH in BANESTO will be reduced to
88.45%.

On the other hand, assuming that (i) none of Tiers of Rights reserved to be distributed
by BANESTO BOLSA, S.A., S.V.B. are finally distributed due to the non existence of
an excess of demand of Rights, (11) the holders of rights to subscribe for ordinary
shares in BANESTO other than SCH do not subscribe the shares to which they are
entitled, and (1) CREDIT SUISSE FIRST BOSTON EQUITIES LIMITED does not
exercise the call option previously mentioned; the direct and indirect interest of SCH in
BANESTO will be reduced from the current figure 99.04% to 91.64%. This would
imply a free float of 8,36%, which would be lower than the 10% to which SCH has
committed.

In the most disadvantageous event, which would entail that, in addition to the
circumstances mentioned in the previous paragraph, SCHI had not been able to
distribute the Tiers of Rights which said entity is underwriting pursuant to the Offering,
the direct and indirect interest of BANCO SANTANDER CENTRAL HISPANO
would be reduced from the current figur of 99.04% to 95.63%, and, thus, the free float
would be of 4.37%, which is below the 10% to which SCH has committed.

In the event that, subsequent to the Offering ad the Share Capital Increase, the free float
has not reached the 10% committed, SCH will adopt the necessary measures in order to
increase such percentage up to a 10%, not later than the first quarter of 2003, or will
undertake the exclusion of the shares of BANESTO from the Spanish Stock Exchanges.

On the other hand, in relation to the economic transcencence of the Stock Capital
Increase, one must point out that the operation will allow BANESTO a contribution of
equity that may rant a maximum of 165.82 million EURO, should all the 81,686,586
ordinary shares in BANESTO constituting the object of same be subscrbed.

As regards the balance sheet of the SCH Consolidated Group, all the revenue received
by BANESTO and BANCO SANTANDER CENTRAL HISPANO due to the Capital
Stock Increase and the Offering, shall have the effect of increasing the core capital of
the Consolidated Group (Tier 1), as well as its solvency ratio. The amount of that
revenue and, thus, its effect on the solvency ratios of the SCH Group, will depend on
the definitfor price of the Tiers of Rights subject to the Offering, although using the
average price of the Price Band referred to in the Offering Prospectus, the total revenue
may amount to 734.4 million EURO. According to the data of September 30, 2002, and
assuming that the Share Capital Incresase and the Offering are completed prior to such
date, said revenue would imply an increase of Tier 1 of the Consolidated Group of
5.10%, according to the guidelines of the Basel Committee (from 7.29% to 7.66%). In
addition, the solvency ratio would de increased in 5.67%, according to the guidelines of
the Basel Committee, from 10.81% to 11.43%.
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As of the date of this prospectus, there exist no agreements, plans, projects or
negotiations of any nature with third parties that may entail or give rise to the transfer
of BANESTO, its main assets or its brand, or that may give rise to the merger, spin-off
or chage of corporate form of BANESTO or the companies integrated in its Group,
save as Banco del Desarrollo Econdmico Espaiiol.

11.16.2. In the event of a public offering, reasons and aim thereof

Not appropriate.

11.17. PARTICULARS RELATED TO TRADING SHARES IN THE SAME ISSUER
PREVIOUSLY LISTED ON THE STOCK EXCHANGE

11.17.1. Number of shares, by classes and face value, admitted for Stock Exchange
trading on the date of preparation of this Prospectus

The present capital stock of BANCO ESPANOL DE CREDITO, S.A., prior to the
capital stock increase to which this Prospectus refers, is 1,243,698,590.12 EURO,
divided into 612,659,404 ordinary shares of two EURO three euro-cents (2.03 EURO)
par value each one. All the shares are traded on the Stock Exchanges of Madrid,

Barcelona, Bilbao and Valencia and included in the Stock Exchange Interconnection
System.
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11.17.2. Particulars on the 24 months prior to the last complete financial year and the
months elapsed in the current financial year up to the time the Prospectus was

prepared
Shares traded per day Listing €
Year 2000 No. Shares Trading days Maximum Minimum Maximum Minimum
traded

January 355,666 20 40,247 4,660 15.89 15.7
February 377,611 21 72,749 3,020 16.94 15.81
March 259,031 23 25,986 2,951 16.36 15.99
April 183,312 18 31,689 215 16.28 15.8
May 222,997 22 30,232 1,302 15.95 15.7
June 392,566 22 134,469 1,384 16 15.6
July 3,309,776 21 3,075,579 1,852 15.85 15.79
August 146,835 23 20,105 100 16 15.6
September 82,458 21 10,599 905 15.8 15.4
Octuber 166,085 21 28,103 729 15.5 14.51
November 163,991 21 29,772 733 15 14.08
December 488,152 17 396,088 2,056 14.37 14.08

Shares traded per day Listing €

Year 2001 No, Shares Listed Days listed Maximum Minimum  Maximum Minimum

January 103,978 22 11,339 692 15.35 14.32
February 113,644 20 12,301 1,947 14.73 14.1
March 246,651 22 45,727 501 14.5 13.75
Aprii 161,696 19 24171 599 13.85 134
May 84,695 22 10,729 528 13.53 13.2
June 238,785 21 66,622 1,376 15.2 135
July 253,933 22 44,557 2,034 13.97 13.76
Augost 77,051 22 9,626 245 13.8 13.75
September 681,597 20 450,306 3,393 13.8 13.69
October 139,100 22 34,670 351 13.7 13.45
November 87,649 21 11,649 403 13.61 13.5
December 171,676 16 48,995 2,609 13.87 13.5

Shares traded per day Listing. €
Year 2002 No. Shares listed  Days listed Maximum Minimum Maximum Minimum
January 191,924 22 27,156 1,635 13.9 13.85
February 488,271 20 249,703 2,083 14.89 13.86
March 239,574 20 32,688 492 14.9 14.84
April 1,658,226 21 1,176,415 1,765 14.94 14.85
May 353,046 22 125,197 1,175 14.99 14.86
June 256,725 20 25,729 1,682 14.99 “14.83
July 3,063,295 23 1,280,512 2,437 15.05 14.91
August 264,059 21 61,848 334 15.02 14.35
September 88,170 21 14,622 151 14.7 1
October 260,582 1" 200,894 1,517 11.35 10

Source: Bloomberg
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11.17.3. Result and dividends per share, adjusted

The following table shows the data on profit and dividends in the last three years.

Banco Espanol de Crédito, S.A. 1999 2000 2001 30-06-2002
Capital Stock (in EURO) 1,470,382,569.60 | 1,409,116,629.2 | 1,335,597,500.72 | 1,335,597,500.72
No. of shares 612,659,404 612,659,404 612,659,404 612,659,404
Profit before tax (millions of €) 286.4 356.3 438.5 2739
Profit after tax (millions of €) 264.9 331.1 369.4 211
Profit before tax per share (EURQ) 0.47 0.58 0.72 0.45

Net profit per share (EURO) 0.43 0.54 0.60 0.34
Banco Espanol de Crédito Consolidated Group 1999 2000 2001 30-06-2002
Profit before tax (millions of €) 339.2 423.2 520.8 315.1
Profit after tax (millions of €) 302.7 379.7 421.7 236.5
Profit before tax per share (EURO) 0.55 0.69 0.85 0.51
Net profit per share (EURO) 0.49 0.62 0.69 0.39

During the last three financial years, the number of shares of BANESTO in circulation have
not varied, so it would not be appropriate to adjust any of the data provided in the preceding

table.

Likewise, during the last three financial years, no interim dividends were distributed from the
profit obtained by the Bank, notwithstanding the capital stock reductions with return of the
contributions to the shareholders performed during those financial years, to which sections
11.17.4 and 111.3.4. of this Prospectus refer.

I1.17.4. Variations in the capital stock of Banco Espafiol de Crédito, S.A. taken place in
the last five complete financial years and the current financial year

The variations in the capital stock of BANESTO that took place in the last five years
and in the financial year in progress were as follows:

BODY AND DATE TYPE OF RESULTING PAR VALUE | NUMBER
THE AGREEMENT CORPORATE CAPITAL PER SHARE | OF SHARES
WAS PASSED OPERATION STOCK
Board of Directors, 25th January Redenomination of the Capital Stock | 1,470,382,569,60 € 240 € 612,659,404
1999 in EURQ
Ordinary General Meeting of Reduction of the Capital Stork by 1,409,116,629,2€ 230¢€ 612,659,404
Shareholders, 18th February 2000 decrease in the par value of the
shares (*)
Ordinary General Meeting of Reduction of the Capital Stork by 1,335,597,500,72 € 2,18€ 612,659,404
Shareholders, 24th February 2001 decrease in the par value of the
shares (*)
Ordinary General Meeting of Reduction of the Capital Stork by 1,243,698,590,12 € 2,03 € 612,659,404
Shareholders, 30th May 2002 decrease in the par value of the
shares (*)

(*) In all the cases, the capital reduction was performed by returning contributions to the

shareholders.

The capital stock reduction policy carried out by BANESTO in recent years may possibly be
maintained in the coming financial years.
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11.17.5. Shares in BANESTO not listed for trading on a Spanish Stock Exchange, on the
date of preparing this Prospectus

BANESTO holds all the shares representing its capital stock now in circulation listed
for trading on Stock Exchanges in Spain.

11.17.6. In the event that the securities issued have been subject to a Tender-offer:
. conditions and result thereof

On 4th March 1998, the CNMV authorised the Initial Public Offering (“IPO™) by
BANCO SANTANDER, S.A. (now, BANCO SANTANDER CENTRAL HISPANO,
S.A)), the holder prior to the IPO taking place of 48.108% of the capital stock of
BANESTO, aimed at 100% of the shares of BANESTO by share exchange. The
consideration offered in the TPO was five ordinary new issue shares in BANCO
SANTANDER, S.A., of 250 pesetas (1.50 euro) par value each one, for every sixteen
ordinary shares in BANESTO of 400 pesetas (2.40 euro) par value each. The IPO had a
positive result and BANCO SANTANDER, S.A. obtained a stake of 97% of the capital
stock of BANESTO through it.

On 27th December 2001, the Ordinary General Meeting of Shareholders of BANESTO
agreed to apply for exclusion from official listing of its shares and to issue an IPO for
exclusion, at a price the Board of Directors of BANESTO, held on 8th February 2002
agreed to set at 15 EURO per share. That IPO was presented for authorization by the
CNMV on 11th February 2002.

On 26th April 2002, BANCO SANTANDER CENTRAL HISPANO announced that its
Executive Committee had agreed to propose that the Board of Directors of BANESTO
pass the necessary agreements to call a General Meeting of Shareholders in order to
revoke the agreements passed by that General Meeting of Shareholders on 27th
December 2001 on exclusion from listing of the BANESTO shares and, thus, to
withdraw the application for authorization of the IPO presented tothe CNMV. Likewise,
BANCO SANTANDER CENTRAL HISPANO stated 1ts will, in order to reinforce the
liquidity of the BANESTO shares, to promote an increase in the free-float of BANESTO
through a public offering to sell shares in BANESTO up to an amount at which the free-
float would reach 10% of its capital stock, the formalities for which would begin before
the end of financial year 2002.

The Ordinary General Meeting of Shareholders of BANESTO held on 30th May 2002
agreed to revoke the prior agreements passed by the General Meeting of Shareholders on
27th December 2001 on exclusion from listing of the BANESTO shares. On 10th July
2002, the CNMV authorized BANESTO to withdraw the administrative proceedings
filed before that Commission in relation to exclusmn from Stock Exchange listing and
the exclusion IPO.

At the instances of the CNMV, SANTANDER CENTRAL HISPANO maintained a
permanent open order on the market from 11th July to 9th August 2002 to purchase
shares in BANESTO at an acquisition price of 15 EURO per share. After expiry of the
term of that order, SANTANDER CENTRAL HISPANO reported that the stake held by
the SCH Group in BANESTO had risen to 99.04% of its capital stock.

Finally, on 8th July 2002, BANESTO entered into a liquidity contract with the firm
MERRILL LYNCH CAPITAL MARKETS ESPANA, S.A., S.V.B. in order to facilitate
the liquidity of the BANESTO share on the market from the date of expiry of the
effectiveness of the order to purchase BANESTO shares referred to in the preceding
paragraph. That contract was automatically terminated on verification of the Offering
Prospectus by the CNMV.
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11.17.7. Stabilisation

No stabilization operations are expected to take place in relation to the Capital Increase
that is the subject matter of this Prospectus.

However, in relation to the Public Offering of Tiers of Rights of Subscription that is
being simultaneously promoted by BANCO SANTANDER CENTRAL HISPANO, as
set out in section 2.17.5 of the Prospectus for the said Offering, from the date of listing of
the New Shares (which 1s expected to be 27 November, 2002) inclusive, the Global
Coordinator designated by BANCO SANTANDER CENTRAL HISPANO shall be
entitled to carry out stabilization operations on the Spanish Mercado Continuc on behalf
of the Underwriters of the Institutional Tranche, in accordance with the international
practice for this type of operations. The purpose of such stabilization operations shall be
to allow the market to gradually absorb the extraordinary inflow of selling orders (flow
back) that commonly occurs after offerings.

To that effect, in accordance with the international practice commonly observed in
relation to this type of offers, the said Global Coordinator may purchase BANESTO
shares on the market acting on its own account and on that of the Underwriters of the
Institutional Tranche, even though no obligation nor undertaking exist in this respect.

BANCO SANTANDER CENTRAL HISPANO is expected to sell b SANTANDER
CENTRAL HISPANO INVESTMENT, S.A. a total amount of 55.128.960 Rights of
Subscription, and that such rights shall be exercised by the latter, who shall consequently
subscribe for 7.350.528 BANESTO shares.

SANTANDER CENTRAL HISPANO INVESTMENT, SA. shall grant to CREDIT
SUISSE FIRST BOSTON EQUITIES LIMITED, which 1s acting in this Offering as one
of the Global Coordinators and shall act on its own behalf and on that of the
Underwriters of the Institutional Tranche a call option on such 7.350.528 BANESTO
Shares. Such call option may be exercised in whole or in part, on one or several
occasions, at a price equivalent to the aggregate of the Issue Price of the said Shares and
the Institutional Price of the corresponding Tiers of Rights of Subscription, on the day of
listing of the BANESTO Shares and within the following thirty days. Such call option
shall be granted in order to allow to freely meet any excess demand that may arise in the
Institutional Tranches of the Offering. The exercise thereof shall be notified to the
CNMV. The call option may be [complemented] with a loan of securities so as to cover
such excess awards as may take place in order to meet any excess demand that may arise

in Offering. Such loan would be granted by SANTANDER CENTRAL HISPANO .

INVESTMENT, S.A. to CREDIT SUISSE FIRST BOSTON EQUITIES LIMITED,
acting on behalf of the Underwriters of the Institutional Tranches, and would be limited
to a number of shares equal to that of the shares that are the object of the above-
mentioned call option.

In the event such operations were to be carried out, they would be carried out by thE
Global Coordinator designated by BANCO SANTANDER CENTRAL HISPANO,
ACTING ON BEHALF OF the Underwriters of the institutional Tranches. There is no
obligation on the Global Coordinators vis-a-vis BANESTO, BANCO SANTANDER
CENTRAL HISPANO or investors to carry out the above-mentioned stabilization
practices or to exercise the said call option on Shares. The above reference has been
made only for purposes of illustrating the international practice, and the Global
Coordinators shall be free to set up such procedure as they deem fit to that effect.
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I1.18. INDIVIDUALS OR CORPORATIONS THAT HAVE PARTICIPATED IN THE
DESIGN AND/OR ADVICE ON THE ISSUE

Not applicable.




CHAPTER III

THE ISSUER AND ITS CAPITAL STOCK




1.1

111.1.1

11.1.2

1.2

111.2.1

CHAPTER 111
The Issuer and its capital stock

Identification and corporate object

Banco Espafiol de Crédito, S.A. (BANESTO) is a private corporation subject to the
rules and regulations on banking institutions operating in Spain. Its registered office
and trading address is in Madrid, Avenida Gran Via de Hortaleza no. 3, and it has Tax
Identification Number A-28000032.

Corporate object
This is described in article 2 of the Bylaws, which reads as follows:

The corporate object of the Company consists of the activities inherent to banking
institutions and, specifically, those determined by Article 175 of the Commercial
Code and other legislation in force concemning the activity of such institutions.

The activity or activities that comprise the corporate object may be performed by the
company, fully or partially, indirectly, through holding shares or stakes in Companies
with an identical or similar object.

The main activity of Banco Espanol de Crédito, S.A. falls under section 65.11 of the
National Classification of Economic Activities (C.N.AE.).

Legal information
Particulars of incorporation and registration

It was incorporated on 1st May 1902 by means of the deed executed by the late
Notary Public of Madrid, Mr. Garcia Lastra; its bylaws were adapted to the current
Stock Company Act in the deed executed in Madrid on 16th August 1991 before the
Notary Public of Madrid, Mr.Félix Pastor Ridruejo, under number 3,582 of his
records, amended by another also authorized by that Notary Public on 27th September
1991, under number 3,947 of his records; registered at the Mercantile Registry of
Madrid at volume 1,582, folio 1, sheet M- 28.968, entry 4,417.

The company has a perpetual term and commenced its operations on the date of its
incorporation.

The Bylaws may be consulted at the registered office of Banco Espafiol de Crédito,
S.A., as well as at the Mercantile Registry of Madrid.
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111.2.2

1.3

111.3.1

I11.3.2

1m.3.3

Juridical format and special legislation

Banco Espafiol de Crédito, S.A. 1s legally incorporated as a stock company and its
activity is subject to the special legislation for credit institutions in general and,
specifically, supervision, control and regulations by the Bank of Spain.

Information on the capital stock

Prior to the agreement to increase capital stock to which this Prospectus refers, the
subscribed and fully paid up capital stock of BANESTO amounted to
1,243,698,590.12 EURO (ONE THOUSAND TWO HUNDRED AND FORTY
THREE MILLION SIX HUNDRED AND NINETY EIGHT THOUSAND FIVE
HUNDRED AND NINETY EURO AND TWELVE EURO-CENTS) represented by
612,659,404 shares of 2.03 EURO (TWO EURO AND THREE EURO-CENTS) par
value each one, numbered from 1 to 612,659,404 both inclusive, all forming a same
series.

The correlative of the Ministerial Order of 12th July 1993 is not applicable as the
capital stock is fully paid up.

Classes and series of shares

As all the shares belong to a singly series, they all have the same political and
economic rights.

The BANESTO shares are nominative and are represented by annotations to account,
the Firm in charge of their accounting records being "Servicio de Compensacion y
Liquidacion de Valores", with registered office in Madrid, calle Orense no. 34.




I11.3.4  Evolution of the capital stock in the last three years

The capital stock, fully subscribed and paid up, has been modified in amount in the
last three years as follows:

BODY AND DATE TYPE OF RESULTING PAR VALUE | NUMBER
THE AGREEMENT CORPORATE CAPITAL PER SHARE | OF SHARES
WAS PASSED OPERATION STOCK
Board of Directors, 25th January Redenomination of the Capital Stock | 1.470.382.569,60 € 240 € 612.659.404
1999 in EURO
Ordinary General Meeting of Reduction of the Capital Stork by 1.409.116.629.2 € 2,30€ .| 612.659.404
Shareholders, 18th February 2000 decrease in the par value of the
shares (*)
Ordinary General Meeting of Reduction of the Capital Stork by 1.335.597.500,72 € 2,18 € 612.659.404
Shareholders, 24th February 2001 decrease in the par value of the
shares (*)
Ordinary General Meeting of Reduction of the Capital Stork by 1.243.698.590,12 € 203€ 612.659.404
Shareholders, 30th May 2002 decrease in the par value of the
shares (*)

(*) In all the cases, the capital reduction was performed by returning contributions to the
shareholders.

I11.3.5  Convertible or exchangeable bonds, or those with “warrants”. Preferential
stakes. Subordinate liabilities.

In the last three years neither the Bank nor the Banesto Group have issued
convertible bonds, debendures or warrants, nor pre-emptive stakes. The only pre-
emptive stakes in circulation are from an issue of pre-emptive shares made by
Banesto Holdings, Ltd. in financial year 1992, amounting no 100 million dollars,
guaranteeed by Banco Espafiol de Crédito, without voting rights and with a fixed
annual dividend of 10.5%. These shares are amortizable, on decision by the issuing
institution and with prior consent by the Bank of Spain, fully or partially. The live
balance of that issue on 31st December 2001 and on 30th June 2002 amounted to
77,295,400 dollars after the purchase and later amortization performed by Banesto
Holdings, 1td. itself during financial year 2000.

ISSUER AMOUNT $ |YEAR ANNUAL LIVE
OF DIVIDEND |BALANCE
ISSUE ON 31-12-2001
AND ON
30-06-2002
BANESTO 100,000,000 | 1992 10.5% 77,295,400 $
HOLDINGS, LTD.

The detail of the subordinate liabilities at the end of financial years 2001 and 2000, and
on 30-06-2002 1s as follows:




Thousands Thousands Amount
of EURO Of EURO In Maturity
: currency
Issuing Institution: 30-06-2002 | 2001 2000 Currency [ (Millions) Interest rate Date
Banesto Finance, Ltd.:
Junior bonds 152,449 152,449 152,449 F Franc 1,000 5,25% June 2008
Junior bonds 181,454) 205379 194,5221 US Dollar 181 LIBOR quarterly + 0.5%] Perpetual (*)
In the first year and
Between 0.875% and
1.4%,
Thereafter
Junior bonds 150,376] 170,203 161,202 US Dollar 150]17.5% March 2007
Banesto Delaware, Lid.:
Junior bonds 150,376 170,203 161,202 US Dollar 150§8.25% July 2002
634,655 698,234| 669,375

(*) May be cancelled as of 21-10-2010 or before that date when written authorization is provided by
the Bank of Spain.

111.3.6 Privileges assigned to founders and promotors

HIL.3.7

There are no advantages attributable to founders and promotors of Banco Espafiol
de Crédito, S.A.

Authorized capital stock
Paragraph two of article 5 of the company bylaws reads as follows:

"The Board of Directors is authorized to increase the capital stock up to a maximum
amount of 735,191,284.80 EURQO, in one or several times and on the terms it deems
appropriate, by monetary contributions, with or without issue premium, by issue of
shares, with or without vote, within the term and according to the conditions
established in the laws in force, amending this of the Bylaws in the appropriate
mannev, in each case.

Just as stated in Chapter 11 above, the Ordinary General Meeting of Shareholders held
on 16th February 1999 agreed to delegate the power in favor of the directors to agree,
at one or several times, the increase in capital stock on the terms foreseen in article
153.1. b) of the Stock Company Act. If the Board of Directors were to so decide,
making use of that delegation, to exclude the right to pre-emptive subscription, it must
fulfil the formalities required in article 159 of the Stock Company Act. The capital
stock increase to which this Prospectus refers has been the only one made up to date
against the amount of that authorization by the General Meeting of Shareholders.

On the other hand, the Ordinary General Meeting of Shareholders of Banco Espafiol
de Crédito, S.A. held on 4th February 1997 agreed, in relation to issue of convertible
bonds and pursuant to the terms of article 32 of the company bylaws, to delegate upon
the Board of Directors, within the maximum term of five year from that General
Meeting, the possibility of agreeing to issue bonds convertible to new shares in the
Company, up to a maximum amount of 30,000,000,000 (thirty thousand million)

/)




I11.3.8

pesetas, In one or several times, represented by annotations to account on par, and
with a unit face value as agreed in due time by the Board of Directors, that shall not
be less than the face value of the sharse on the date of issue or issues, with a
maximum amortization term of fifteen ypars as of the date of each issue and at the
interest rate determined by the Board of Directors, fixed or reviewable according to
the evolution of another interest rate taken as a reference, with the Board also defining
the terms to exercise the pre-emptive rights pursuant to the terms of article 293 of the
Redrafted Text of the Stock Company Act and to determine the life of the issue or
issues and their term of amortization within the maximum term set, also being able to
determine the guarantees, disembursement, charactenistics and constitution of the
Syndicate or Syndicates of debenture holders, operating rules and fundamental rules
that are to govern the relations of the Company and the Syndicate, and other
particulars. '

Moreover, that Meeting agreed to increase capital stock pursuant to article 292 of the
Redrafted Text of the Stock Company Act, in one or several times, by issue and
circulation of new shares, up to the amount required to attend to the conversion or
conversions of shares issued, according to the bases and modes of investment
established, always within the maximum limit of 30,000,000,000 (thirty thousand
million) pesetas, delegating the power upon the Board of Directors to state, set and
develop the terms and conditions of the issues of convertible bonds and of the relevant

increase in capital stock, in all matters not expressly foreseen by the General Meeting
of Shareholders.

On the date of verification of this Prospectus, there is no agreement in force by
the General Meeting of Shareholders of BANESTO to delegate the power upon the
Board of Directors to issue convertible bonds, as the agreement referred to in the
preceding paragraph had lapsed on its five year term expiring, and as no other later
agreementt was passed on the matter. During the term of the delegation agreed by
the Ordinary General Meeting of Shareholders held on 4" February 1997, no
amount at all was drawn against it.

Required conditions for capital stock amendments under the company bylaws

Article 5 of the Bylaws of Banco Espafiol de Crédito, S.A. contain the particulars
concerning the authorized capital stock on the terms set forth under heading I11.3.7 of
this Prospectus. The conditions to which capital stock amendments are subject in the
bylaws of the Bank are set forth in article 6 of the bylaws, that state that increases and
reductions in capital are subject to the general regime of article 103 of the Redrafted
Text of the Stock Company Act.

The article quoted, number 6 of the Bylaws, is transcribed below:

“Notwithstanding what is set forth in the preceding article, the capital stock may be
increased and decreased when so agreed by the General Meeting of Shareholders,
duly called for that purpose, with the quorum of attendance required by the applicable
legal regulations for that purpose. The General Meeting of Shareholders, at the
proposal of the Board of Directors, shall determine the terms and conditions of each




new issue and the Board of Directors shall have the necessary powers to execute the
agreements passed thereon by the General Meeting of Shareholders.

When the capital stock increase is performed by subscribing shares with cash
disembursement, either fully or partially against reserves or capital gains, the owners
of the shares and, when appropriate, to the legally allowed extent, the holders of
convertible bonds in circulation shall enjoy the pre-emptive right to subscribe them on
the terms and conditions established in the Act, or, when appropriate, by the body that
has agreed the issue, the holders of convertible shares and bonds who do not have a
sufficient number of securities to obtain at least one share in such later issues, may
group together to exercise their right.

Nortwithstanding what is set forth in the preceding paragraph, in cases in which the
interest of the Company so requires, when deciding to increase the capital stock, the
General Meeting of Shareholders may agree full or partial suppression of the pre-

emptive subscription rights, fulfilling the requisites established in the laws in force in
that case.

Nor will the right to pre-emptive subscription be applicable when the capital increase
in due to conversion of bonds to shares or the absorbtion of another company, or of
part of the assets split or segregated from another company.”

I11.3.8bis Amendments to the company bylaws
A) Redenomination of the capital stock in EURO

The Board of Directors of BANESTO held on 25th January 1999, pursuant to the
terms of Act 46/1998 of 17th December on introduction of the Euro, unanimously
agreed to redenominate the capital stock figure and adjust the par value of the shares.
Due to this, the capital stock was set at 1,470,382,569.60 EURO, and the par value of
each one of the 612,659,404 shares at 2.40 EURO par share.

B) Transfer of the registered office

The Board of Directors of BANESTO held on 14th May 1999 agreed to transfer the

company registered office within the municipal district of Madnd at Calle Alcala n°
14, to Avda. Gran Via de Hortaleza n° 3.

C) Reduction of the capital stock

In the last three years, the capital stock of BANESTO has undergone reduction by virtue
of the agreements passed by the General Meeting of Shareholders on 18th November
2000, 24th February 2001 and 30th May 2002, on the terms set forth in the table
provided in section 111.3.4 of this Chapter.

Due to those capital stock reductions, the text of article 5 of the company Bylaws, prior
to subscription of the Capital Stock Increase to which this Prospectus refers, was as
follows:




"Article 5. The capital stock is set at the figure of 1,243,698,590.12 EURO (ONE
THOUSAND TWO HUNDRED AND FORTY THREE MILLION SIX HUNDRED
AND NINETY EIGHT THOUSAND FIVE HUNDRED AND NINETY EURO
TWELVE EURO-CENTS), represented by 612,659,404 shares of 2.03 EURO (TWO
EURO THREE EURO-CENTS), par value each, numbered from 1 to 612,659,404,
both inclusive, which are fully subscribed and paid up and form a sole series.

The Board of Directors is authorized to increase the capital stock up to a maximum
amount of 735,191,284.8 EURQ, in one or several times, and under the conditions it
deems fit, by monetary contributions, with or without issue premium, by issuing
shares, with or without vote, within the term and conditions established in the laws in
Jorce, amending, in each case, the relevant terms of this article of the Bylaws."

111.4 Own portfolio

The agreements passed on this matter by the General Meeting of Shareholders of Banco
Espafiol de Crédito, S.A. in recent year are as follows:

- Ordinary General Meeting of Shareholders on 24th February 2001:

The Board of Directors was authorized to perform derivative acquisition of own
shares by the Bank and its subsidiaries, within the terms legally established, for a
maximum term of 18 months from the date of that General Meeting. The
minimum/maximum acquisition prices of the shares would be that of their listed value

reduced or increased by 20%, respectively, on the date on which the operation
concerned is carried out.

- Extraordinary General Meeting of Shareholders on 27th December 2001.

The Board of Directors was authorized to perform derivative acquisition of own
shares and shares in its parent company (Banco Santander Central Hispano) by Banco
Espaiiol de Crédito, S.A. and its subsidiaries, within the terms legally established and
for a maximum term of 18 months from the date of that General Meeting.

In the corporate agreement to which the preceding paragraph refers, it was recorded that
the said authorization of the Board of Directors would come into force at the moment of
effective exclusion from Stock Exchange trading of the shares in Banco Espafiol de
Crédito, S.A., with the authorization granted at the Ordinary General Meeting of
Shareholders of 24th February 2001 aforementioned remaining in force until that time.

- Ordinary General Meeting of Shareholders on 30th May 2002.

Each and every one of the agreements passed by the General Meeting of Shareholders
on 27th December 2001 were revoked, concerning the exclusion from listing and the
public offering to acquire shares made by Banco Espafiol de Crédito, S.A. in February
2002. Among the agreements revoked, there was that pased by the said Meeting of
27th December 2001 concerning own portfolio, as aforementioned.




The Meeting authorized the Board of Directors to perform derivative acquisition of
own shares and those in the parent Company, by Banco Espaiol de Crédito, S.A. and
its subsidiaries. The maximum number of shares to acquire was not to exceed, in
addition to those already held by the Company acquiring, its subsidiaries and, if
appropriate, the parent company and its subsidiaries, the legal limit established, and
all this as long as it may equally fulfil the other applicable legal requisites. The
minimum and maximum acquisition price of the shares shall be that resulting from
reduction or increase, respectively, by 20% of their listed value on the date on which
the operation concerned is carried out.

The modes of acquisition may consist as much of purchase as exchange, as well as
any other mode of trading by onerous title.

The duration of this authorization, in force on the date of verification of this
Prospectus, is of 18 months from the date of the General Meeting on 30th May 2002,
at which the authorization previously granted concerning own portfolio by the
General Meeting of Shareholders on 24th February 2001 was made void.

During financial year 2001, a company in the Banesto Group, Binesto Bolsa, S.A.,
S.V.B. bought and sold 4,701 shares in Banco Espafiol de Crédito, S.A. with a par value
0f 10,248.18 EURO at the prices stated below, in order to correct errors arising in the
settlement of mediation operations. For the same purpose, Banesto Bolsa S.A., S.V.B.
acquired and transmitted 14,637 Banesto shares in the first semester of 2002, at the
prices and with the financial result shown in the table provided below.

On the date of verification of this Prospectus, Banco Espaniol de Crédito, S.A. held a
portfolio of 10,000 own shares. Those shares were acquired by Banesto during June
2002, in order to attend to the exchange of shares arising from the merger by absorbtion
of its subsidiary Banco del Desarrollo Economico Espafiol, S.A., an operation in which
the Merger Project was approved by the Boards of Directors of both companies on 8th
July 2002 and reported to the CNMV on that same date. The dates and acquisition prices
of that own portfolio are as follows:

- 14.06.02: Adquisition of 9,000 shares at 14.91 EURO per share.
- 19.06.02: Adquisition of 1,000 shares at 14.94 EURO per share.

According to the foregoing, the movement in the own portfolio during financial years
1999, 2000 and 2001, as well as during the first semester of 2002, was as follows:

OWN PORTFOLIO MOVEMENT

79




Amount in EURO 1999 2000 2001 30-06-02
Balance at the beginning of 0 0 0 0
the financial year

Number of shares bought 237 shares | 4,391 shares 4,701 shares | 24,637 shares
Purchase price 3,746.97€| 69,742.61 € 62,125.71 € 366,411.50 €
Average purchase price per 15.81€ 15.88 € 13.22 € 1487 €
share

Number of shares sold 237 shares | 4,391 shares 4,701 shares 14,637 shares
Sale price 3,75408 €| 69,254.19€ 62,098.71 € 217,184.13 €
Average sale price per share 1584 € 15.77 € 13.21€ 14.84 €
Final balance 0 0 0 10,000
Capital gains (losses) 7.11€ -488.42 € -27¢€ -79€




MOVIMIENTO AUTOCARTERA
- Importe en euros -

Saldo inicio del ejercicio

N° de acciones compradas
Precio compra

Precio medio compra por accion
N° de acciones vendidas

Precio venta

Precio medio venia por accion

Saldo final

Plusvalia (minusvalia)

[Ep e

1998

2000

2001

30-06-02

237 acciones

3.746,97 €

237 acciones

0

1581 €

4.391 acciones

4.381 acciones

0

69.742,61 €

15,88 €

3.754,08 € 69.254,19 €
1584 € 1577 €

0 0

711 € -488.42 €

4.701 acciones

4.701 acciones

0

62.12571 €

13,22 €

62.098.71 €

1321 €

0

27 €

8}

24.637 acciones

366.411,50 €

1487 €

14.637 acciones

217.184,13 €

14,84 €

10.000

79 €

According to the foregoing, the movement in the own portfolio during financial years
1999, 2000 and 2001, as well as during the first semester of 2002, was as follows:

LS. Profit and dividends per share in the last three financial years

The following table shows the data on profit and dividends in the last three years.

Banco Espaiiol de Crédito, S .A. 1999 2000 2001 30-06-2002
Capital Stock (in EURQ) 1,470,382,569.60 | 1,409,116,629.2 | 1,335,597,500.72 | 1,335,597,500.72
No. of shares 612.,659.404 612,659,404 612,659,404 612,659,404
Profit before tax (millions of €) 286.4 356.3 438.5 273.9
Profit after tax (millions of €) 264.9 331.1 369.4 211
Profit before tax per share (EURO) 0.47 . 0.58 0.72 0.45

Net profit per share (EURQO) 0.43 0.54 0.60 034
Banco Espaitol de Crédito Consolidated Group 1999 2000 2001 30-06-2002
Profit before tax (millions of €) 339.2 423.2 520.8 315.1
Profit after tax (millions of €) 302.7 379.7 421.7 236.5
Profit before tax per share (EURO) 0.55 0.69 0.85 0.51
Net profit per share (EURO) 0.49 0.62 0.69 0.39

During the last three financial years, no dividends were distributed against the profit
obtained by the Bank, notwithstanding the capital stock reductions with return of
contributions to the shareholders performed during those financial years, to which
sections 11.17.4 and 111.3.4. of this Prospectus refers.




111.6

111.6.1

111.6.2

I11.6.2a

BANESTO and subsidiaries of the Banco Espaiiol de Crédito Group
Position of BANESTO in the SCH Group

Banco Espanol de Crédito, S.A. and its Group form part of another consolidated
group whose parent company is Banco Santander Central Hispano, S.A. On the date
of verificat of this Prospectus, the majority shareholder of Banco Espafiol de Crédito,
S.A. is Banco Santander Central Hispano, S.A., which directly holds 606,345,555
shares in Banesto, representing 98.94 % of its capital stock.

On the date of verification of this Prospectus, Banco Santander Central Hispano, S.A.
1s also indirect holder of 0.07% of the capital stock of Banesto (421,032 shares)
through Banco Madesant SCDAD, Unipessoal, S.A., (421,019 shares) and in
Cantabro Catalana de Inversiones, S.A. (13 shares), companies whose sole
shareholder is Banco Santander Central Hispano, S.A. Thus, on the date of
verification of this Prospectus, Banco Santander Central Hispano, S.A. is the direct
and indirect holder of 99.04% of the capital stock of Banco Espafiol de Crédito, S.A.
(606,766,587 shares).

Banco Espaiiol de Crédito Consolidated group

BANESTO is the parent company of the Banco Espanol de Crédito consolidated
Group, formed on 30th June 2002 by the consolidable and held companies stated
below. '

Consolidable and Non-Consolidable companies

The following is a detail of the most significant consolidated dependent companies in

the Banco Espafiol de Crédito, consolidated Group, stating their company name, stake

held (directly or indirectly, expressed in terms of control) and the most important
financial figures.

A table is also included with the non consolidable companies held, along with similar
information concerning them.

The total networth, on 30th June 2002 of the investment by Banco Espafiol de
Credito, S.A. in these companies is as follows: '

- Consolidated companies 734,699 thousand EURO
- Non consolidated companies 415,371 thousand EURO
1,150,070 thousand EURO

7/
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11.6.2b  Associated companies

The following is a table with the detail of the most significant associated companies in
the Banco Espafol de Crédito Group, stating their company name, percentage stake
(direct and indirect expressed in terms of control) and main financial figures.

£
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In January 2000, the National Stock Exchange Commission approved the Initial
Public Offering of shares presented by the Industrial and Financial Corporation of
Banesto, S.A. launched in order to later apply for exclusion from stock exchange
listing of the shares in that company. In that Offer, which was completed on 2nd May
2000, which was performed on shares representing 1.41% of the capital stock of the
Company, shareholders bought 1,23% of the capital stock. The price paid per share
was 1,600 pesetas and the total amount paid up for the 1.23% of the capital in same
amounted to 878 million pesetas. Just as foreseen, the shares in that company were
then excluded from trading.

As stated in section 11.17.6. of this Prospectus, on 11th February 2002, Banco
Espafiol de Crédito, S.A. presented a public offering to acquire shares, by exclusion
from stock exchange trading. The IPO was aimed at 1.43% of the capital stock of
Banesto held by shareholders other than the Santander Central Hispano Group. The
price offered was 15 EURO per share.

The Ordinary General Meeting of Shareholders of Banco Espaiiol de Crédito, S.A.
held on 30th May 2002, resolved to revoke the agreements passed by the General
Meeting of Shareholders on 27th December 2001, related to exclusion from listing
with a public offering to acquire shares put forward by Banesto. After that meeting
was held on 30th May 2002, Banco Santander Central Hispano, S.A. announced its
undertaking to maintain a permanent order to purchase Banesto shares at the same
price and with the same term offered by Banesto in the exclusion IPO, to guarantee
the liquidity of the stock by trading with a counterpart entity and increasing the free
float by a public offering to sell prior to the end of the first quarter of 2003.

On 12th June 2002, Banesto requested the CNMV to withdraw is application to
exclude its shares from listing and the 1PO made for that purpose. On 10th July
2002, the CNMYV agreed to authorise those applications for withdrawal.

On 22nd August 2002, Banco Santander Central Hispano informed the National
Stock Exchange Commission by at the end of the term of the aforementioned
permanent purchase order, that institution had acquired a total of 2,902,720
BANESTO shares, so the stake held by the Santander Central Hispano Group in
BANESTO came to 99.04 %.

During financial year 2001, the most relevant vanations or facts that have taken
place in relation to stakes held by BANESTO in Companies in the Group were as
follows: '

1. Dissolution without liquidation of the companies stated hereunder, all of them
inactive at the time of performing the global cession of their assets and liabilities in
favour of their respective sole shareholder:

- In favor of Banco Espanol de Crédito, S.A.: Dolman, S.A., Plataforma Sesenta y
Uno, S.A. and Compaiiia Espafiola Productora de Algodon Nacional, S.A.

- In favor Mercado de Dinero, S.A. (wholly owned directly and indirectly by
Banesto): Comline, S.A., Purchase by Catélogo, S.A., Grupo de Empresas de Utilidad
Mutua, S.A., Ticket Line, S.A. and Venta por Correo, S.A.
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All these operations were carried out pursuant to the terms established in article 266
of the Stock Company Act and they did not have a repercussion on the results of the
companies acquiring.

2. Operations to restructure stakes in the Bank:

- Exchange of 100% of Banesto Pensiones, E.G.F.P.,, S.A., for 20% of SCH
Pensiones E.G.P.F., S.A., due to the merger by absorbtion of the former by the latter.
The amount at which the shares received in the exchange were recorded coincided
with the accounting value of the shares delivered, (6,621 thousand EURO) so this
operation did not have any repercussion on the results of the Bank.

- Merger of Inmobiliaria Urbis, S.A. with Dragados Inmobiliaria, S.A., by absorbtion
of the latter by the former. The percentage stake held by the Group in the company
resulting from the merger amounted to 53.77% at the end of financial year 2001. This
operation had no repercussion on the results of the Bank. Due to the minor salse on
the Stock Exchange that took place after that merger, on 30th June 2002, the stake
Banesto held in Inmobiliaria Urbis, S.A. was 51.19%. The result obtained by those
sale operations was 3,160 thousand EURO.

- Sale to Mercado de Dinero, S.A. of 14.99% of the capital stock of Banco de Vitoria,
S.A., without any result whatsoever being generated by the operation.

3. Sales to third parties outside the Group of companies assigned to the Bank in
foreclosure proceedings, without such sales having a material effect on the Bank:

- Sale of 100% of the capital stock of Variations International, S.A.

- Sale of 100% of the capital stock of La Pradera del Rincon, S.A.

4. Sale by La Corporacion Industrial y Financiera de Banesto, to third parties outside
the Group of 93.25% of Galaxia Television, S.A., withouth that operation causing a
material effect to the company selling.

5. Subscription by Banesto of the capital stock increases performed during financial
year 2001 by Banesto Banco de Emisiones, S.A., Banesto Factoring, S.A. Entidad de
Financiacion and Larix, Ltd. The three companies are held directly or indirectly by
Banesto and the capital stock increases stated here were aimed at reinforcing the
equity of those companies, all being fully paid up (par as well as issue premium) by
monetary contribution.

Within the process of network reorganisation carried out by the Group during
financial year 2001, Banesto acquired the business of 174 branches from Banco de
Santander Central Hispano for a sum of 224,906 thousand EURO and ceded 225
branches to Banco de Santander Central Hispano for a sum of 227,996 thousand
EURO.
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As to the period elapsed in the year 2002, up to the date of verification of this
Prospectus, the only significant operations of investment, divestment or restructuring
within the Banesto Group were as follows:

- On 2nd Aprnl 2002, the General Meeting of Shareholders of Banesto Banco de
Emisiones, S.A. agreed to perform an increase in the capital stock of that Company,
amounting to 1,803,000 EURO, by issue of 300,000 new shares of 6.01 EURO par
value each, with an issue premium of 65.41 EURO per share. That capital stock
increase was subscribed by BANCO ESPANOL DE CREDITO, S.A., {299,999
shares) and by BANCO DEL DESARROLLO ECONOMICO ESPANOL, S.A. (1
share), being paid up by both companies on2nd April 2002.

- On 17th May 2002, the Company “INGENIERIA DE SOFTWARE BANCARIO,
S.L.”, was incorporated with an initial Capital Stock of 31,277,160 EURO which
were fully subscribed by Banesto by contribution of the right to the certain computer
programs and applications it owns, without territorial limitation, non exclusively and
for the term of duration of the intellectual property rights. At the Extraordinary
~ Universal General Meeting of Shareholders of that Company, held on 29th May
2002, an agreement was passed to increase its Capital Stock by the sum of 30,050,605
EURO, so the new Capital Stock figure was established at 61,327,765 EURO. That
capital stock increase was fully subscribed by Banco Santander Central Hispano,
S.A., by monetary contribution which was paid up on 30th May 2002.

The corporate object of the said company is linked to development, maintenance and
commercialization of computer services and telecommunications, its present capital
structure being that aforementioned (Banesto 51% and SCH 49%)).

- On 28th May 2002, the General Meeting of Shareholders of Inmobiliaria Laukariz,
S.A. agreed to increase the capital stock of that Company by the amount of 60,200
EURO, by issue of 10,000 new shares of 6.02 EURO par value each one, with an
issue premium of 893.98 EURO per share. That capital stock increase was fully
subscribed by Banco Espafiol de Crédito, S.A. and paid up by that institution on 12th
June 2002.

- On 28th May 2002, the General Meeting of Shareholders of Inversiones Turisticas,
S.A. agreed to increase the capital stock of that Company by the amount of 2,650,000
EURO, by issue of 250,000 new shares of 10.60 EURO par value each one, with an
issue premium of 67.40 EURO per share. That capital stock increase was fully
subscribed by Banco Espaiiol de Crédito, S.A. and paid up by that institution on 12th
June 2002.

- On 17th June 2002, the General Meeting of Shareholders of Banesto Banco de
Emisiones, S.A. agreed to increase the capital stock of that Company by a sum of
610,000 EURO, by issue of 100,000 new shares of 6.01 EURO par value each one,
with an issue premium of 103.99 EURO per share. That capital stock increase was
subscribed by BANCO ESPANOL DE CREDITO, S.A., (99,999 shares) and by
BANCO DEL DESARROLLO ECONOMICO ESPANOL, S.A. (1 share), and paid
up by both institutions on 11th June 2002.
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- On 8&th July 2002, the Boards of Directors of Banesto and its subsidiary Banco del
Desarrollo Econdmico Espafiol, S.A. approved the Merger Project of both
institutions, by absorbtion of the latter by the former, with dissolution of the company
absorbed and thus block transfer, under universal title, of its assets to Banco Espafiol
de Crédito, S.A., which shall acquire its rights and obligations by universal
succession.

Due to the Capital Stock Increase to which this Prospectus refers, the Board of
Directors of BANESTO held on 1st October 2002 agreed to amend the Merger
Project stated in the preceding paragraph, as to the exchange equation, in order for it
to record the increase in the assets of the Company absorbing (BANESTO) which
shall take place due to the Capital Stock Increase. To that end, the exchange equation
initially established, of 13" shares in Banesto for every share in Banco del Desarrollo
. Economico Espanol, S.A., was modified in order for it to include a cash payment
of 455 EURO per share in the Company absorbed (Banco del Desarrollo
Econémico Espanol, S.A.), assuming the complete subscription of the Capital
Increase. That cash amount shall be lower in the case of incomplete subscription of
the Capital Increase, to which end amendment of the Merger Project included the
formula to calculate the cash amount that, definitively, shall be paid to the present
shareholders of the Company Absorbed, once the number of New Shares
subscribed is known. The Board of Directors of Banco del Desarrollo Econdmico
Espafiol, S.A. also approved the said amendment of the Merger Project on 3rd
October 2002.

The shares to be delivered to the shareholders of the company absorbed, Banco del
Desarrollo Economico Espafiol, S.A. shall be taken from the own portfolio of the
party absorbing, BANESTO, which thus shall not amend its Bylaws due to that
merger.

In principle, in is foreseen for the merger to be completed in the first quarter of

financial year 2003, after inscription of the relevant public deed at the Mercantile
Registry of Madrid.
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CHAPTER IV

MAIN ACTIVITIES BY THE ISSUING INSTITUTION




CHAPTER 1V

IV.1. MAIN ACTIVITIES BY THE ISSUING INSTITUTION

IV.1.1. Description of the main activities and business of the issuing institution

Banco Espaniol de Crédito, S.A. 1s the parent company of a group of companies with a total
of 47,669 million euros in assets on 30th June 2002. The main activity of the Banesto
Group is commercial banking in Spain, with a special emphasis on retail banking and on
the small and medium sized company and professionals sector. The Banesto Group also
carries out retail banking and capital market activities.

On 30th June 2002, the Banesto Group had 1,670 branches nationwide to carry out its
activit, 1,601 of which belonged to the parent company, all over the country, and a
financial group that companies out financing activities, factoring, capital market, etc. To
provide its international activities additional support, Banco Espanol de Crédito, S.A. has
two branches abroad, located in New York and Gran Cayman.

Banco Espariol de Crédito, S.A. is also the direct or indirect owner of different stakes in
the capital stock of companies (subsidiaries or associates) that carry out insurance,
industrial, commercial and real estate activities,

On 30th June 2002, the total assets of Banco Espafiol de Crédito, S.A. represented
practically all the consolidated assets of the Group and its net profit was 89.2% of the
consolidated profit of the Group.

The following are the main economic figures of the Banesto Group on 30th June 2001, on
30th June 2001 and at the end of the previous two financial years.

It is expressly stated that all the figures included in this Prospectus on 30th June 2001 have
not been audited by the company’s external auditors. The information on the remaining
dates (30-06-02, financial year 2001 and financial year 2000) has been audited.

01/00 June 02/June 01

Results (Millions of Euros)

30-06-02 30-06-0) 2001 2000 (%) (%)
Net Profit 241.1 225 430.9 390.3 7.1% 10.4%
Profit Attributable to the Group 236.5 220.3 421.7 379.7 7.4% 11.1%
Significant figures (M. Euros)
Loan investments (¥) 27,190.9 23,858.7 25,443.1 22,1864 14.0% 14.7%
External Funds 29,168.0 27,534.7 26,472.1 24,7701 5.9% 6.9%
Own Funds 2,494.2 2,305.6 2,257.8 2,085.4 8.2% 8.3%
Total Assets 47,668.5 44.886.9 449214 44,596.8 6.2% 0.7%
Investment, pensions and insurance
funds managed 10,255.7 9,495.9 10,860.2 9,348.1 8.0% 16.2%
R.O.A (%) (1) 1.08% 1.00% 0.98% 0.94%
R.O.E. (%) (2) 20.9% 21.1% 20.82% 20.56%
R.O.E. adjusted (3) 19.1% 17.6% 17.50% 15.30%

(1) ROA= Net profit / Total average assets.

(2) ROE= Profit attributable to the Group / Average own funds (Capital + Reserves — Own shares).

(3) ROE adjusted = Profit attributable to the Group with an estimated tax pressure of 30% / Average own funds

(Capital +Reserves — Own shares)

(*) Excluding non performing loans and adjusted with titlized loans. (**) Excluding balances with Lending Institutions.




Strategy

The strategy adopted by BANESTO consists of strengthening the position it now holds as
one of the top national retail banks in Spain, maintaining its orientation toward private
customers, and increasing its penetration in the small and medium sized companies sector.
In order to implement that strategy, BANESTO aims to make the most of its present
competitive advantages and implement the following initiatives:

Customer need orientation. Through its customer orientation policy, BANESTO aims to
increase 1ts presence in the small and medium sized companies sector, to significantly
increase the number of active customers of the Group and to improve loyalty. The main
objective of efforts in customer orientation at BANESTO is to know the daily needs of its
nearly 3.5 million active customers and offer a full range of solutions to their financial
needs, with special emphasis on cross sales of products and services. More than 90% of the
employees at BANESTO work directly with the customers, concentrating on sales
activities. BANESTO also has more than 750 highly specialized accounts managers
assigned specifically to key accounts.

Reorganization of the corporate structure. BANESTO has simplified corporate structure in
order to save on costs (especially in the back office and clerical departments), increase the
number of employees assigned to sale to customers and allow the branch managers to
become more closely involved in the lending and price setting decisionso thus expediting
the loan approval process.

Greatest possible increase in BANESTO employee efficiency and productivity.
Qualification of BANESTO employees is fundamental to achieve the objective of
improving customer need satisfaction. Through simplifying its structural organization and
increasing the quantity and quality of contact with customers by its employees, BANESTO
considers it may achieve an increase in the revenue generated per employee. BANESTO
has prepared employee incentives schemes based on the characteristics of the business, by
directives and business sectors. More than 90% of the total staff at BANESTO has
incentives linked to achieving sales objectives, with special attention on managers, middle
management and other key employees. The staff at BANESTO earn incentive points based
on the profitability of the products they sell, in addition to the type of buyer which,
together, encourages sales activities in general and motivates the employees to concentrate
on products with greater margins and cross sales.

Maintaining emphasis on risk management. BANESTO understands that efficient
management of its operating risks, for credit, the market and liquidity, is a fundamental
element to create and maintain shareholder value. There is increasingly greater integration
of its risk management tools, among which there are cautious loan granting policies,
evaluation, thorough analysis and control of customer risk profiles, remuneration
incentives that take risk variables and control and supervision systems into account in
keeping with BANESTO’s own needs, in addition to those required by the regulators of
the banking sector. BANESTO has reduced its ratio of non performing loans from 7.89%
in 1997 to 0.95% in 2001. The objective BANESTO has set for this is to maintain that
ratio below the average in the Spanish system (which was 0.93 in 2000 and 0.92 in 2001).
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Maintaining a high efficiency, quality technological platform. BANESTO considers it has
one of the most advanced technological platforms in the European banking sector. Its
- exclusive management system allows BANESTO to adapt its services to customer needs,
to improve its flexiblity to always be able to offer innovative services, manage its risks,
especially that of credit, and to reduce costs. BANESTO has updated its management
computer system 1o help to reduce its costs to revenue ratio by 16%, from 68% obtained in
1996 to 52% in 2001. As to the semester ended on 30th June 2002, BANESTO has even
managed to reduce that ratio to 49%. BANESTO is working middle term to reduce its
costs to revenue ratio to a figure under 45%.

Strengths

BANESTO considers that its main competitive advantages to carry out its strategy are the
following:

Concentration on an attractive market, the Spanish market. BANESTO concentrates its
business on the Spanish market, where it obtained more than 87% of its ordinary net in the
semester ended on 30th June 2002. Spanish banking 1s undergoing a stable growth, with
higher levels than those on other European markets, according to the European
Information Agency. The average growth of lending activity in the Spanish banking
system has increased every year, reaching 14.8% since 1998, according to Bank of Spain
data, with a safe credit profile shown by a default ratio of just 0.92% in 2001, also
according to Bank of Spain data. BANESTO considers the fact that lending, deposit and
fund management levels are lower, according to Bank of Spain levels, when Spanish gross
domestic product is compared with the European average, according to data from the
European Information Agency, shows that there are still possibilities of growth in the
Spanish banking sector.

The strength of the BANESTO brand and its important multi-channel model. BANESTO
has a long rich history spanning 100 years in Spain and is recognised as a bank that covers
a wide variety of customer needs in its division as a retail bank. Its Jong history, its widely
known same and strong presence nationwide help to increase customer loyalty to the bank
and to attract new customers. Although BANESTO uses a sole brand to attract new
customers, it uses different channels to provide the customers those services. On 30th June
2002, the BANESTO multi-channel model consisted of 1,669 branches, 1,566 automatic
telling machines, 5,889 agents (including 2,783 collaborating agents and real estate
agents), and its telephone and Internet banking services. Use of its Internet service
channels, which allow customers to access BANESTO financial products directly, grew
progressingly ampor its customers in 2001.

Solid financial base and excellent risk management. On 30th June 2002, the solvency
coefficients of BANESTO of Core Capital, Tier I and BIS Ratio were 7.25%, 7.49% and
10.37% respectively. As of 1995, BANESTO was been able to considerably improve its
default coverage ratio, consisting of the proportion there is between provisions for
insolvencies against non performing and doubtful loans, in comparison with other Spanish
banks. On 31st December 2001, BANESTO had a default coverage rate of 234.7%,
compared with a default coverage rate of 192.1% in the Spanish banking system overall on
that date, according to Bank of Spain data. On 30th June 2002, BANESTO had managed
to increase its ratio somewhat more, up to 236%. BANESTO understands that success to
be partially due to its six principles of risk management: to involve the management team,
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maintain the independence of departments as to risks, to the advanced risk evaluation and
measurement methods, to maintain a balance between risk management and a sustained
profitable growth, to continually review the solvency of the counterparts and emphasise
customer quality. :

Record of high revenue and efficient cost control. BANESTO has increased its ordinary
net by 175.5 million euros since 1998. During that same period, it reduced its general
administrative expenses by nearly 40.7 million euros, which has contributed to an increase
in the figure of net operative revenue by 202.3 million euros, to 373.7 million euros in
1998 to 576.0 million euros in 2001. Likewise, the yield on BANESTO capial
(considering a taxation burden of 30% over all the periods) has increased from 10.2% in
1998 to 17.5% in 2001.

Exclusive information technology platform. The exclusive technological platform at
BANESTO is formed by a network on three levels that conssts of input and processing
systems, data systems and storage systems for the data. Its information management
system allows BANESTO to manage its customers and distribution channels in an
integrated manner, which facilitates relations with the customers, improves BANESTO’s
response to changes on the market, increases the quality of its management inform and
reduces its operating costs. This technological platform is flexible and updatable
throughout all the scope of its services and products and allows BANESTO to attend to the
needs of all its customers in a personalized manner and supervize the efficiency of each
employee. BANESTO considers its technological platform will allow it to continue to
improve customer service, while it will contribute to maintaining its operating costs at
adequate levels.

Managers with experience and highly specialised personnel. BANESTO understands that
its management team is one of the most experienced and has the best preparation in the
Spanish banking sector, with an average of more than 20 years experience in the banking
sector. Although its staff has dropped over the last five years, BANESTO hired
approximately 40% of our customer care personnel during that time, all of them university
graduates. Recruitment of these new employees has improved the quality of the staff, in
addition tosignificantly reducing the average age of BANESTO employees.

Operations
Retail banking
Introduction

The BANESTO Group is a Spanish banking group that operates mainly in the retail sector.
On 30th June 2002, the retail banking activities by the Group were carried out through
1,669 branches distributed nationwide, in approximately one thousand municipalities. The
retail activity by the Group covers a wide variety of banking and financial services, aimed
at individuals, shops and small and medium sized businesses, among which one may quote
making deposits, asset management, personal loans, mortgage loans, short and medium
term financing of companies, insurance taking and distribution, electronic payment drafts,
credit and debit card operations and private banking activities.
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Clients

The retail banking services at BANESTO are aimed at four segments of customers:
individuals,small and medium sized companies, personal banking and private banking.

BANESTO provides a specialized service for each segment of customers according to
their specific needs.

Individuals. The figure of individual customers of BANESTO on 30th June 2002 came to
approximately 3.5 million. BANESTO has concentrated on growth of its general customer
base, in addition to its target individual customer base with ages ranging from 26 to 45
years, using innovative marketing campaigns. For example, in 2002, BANESTO offered
DVD players to customers who choose the bank to domicile their myroll, in order to
achieve a wider customer base. Also in order to attract new customers, BANESTO
launched a series of co-branded products, such as the Sports Bank, developing an alliance
with the well known sports newspaper Marca in the Recoletos Group. On 30th September
2002, nine months after its operations commenced, the Sports Bank had more than one

thousand customers and 100,000 hits on its web page during the month of September
2002.

Small and medium sized companies. On 30th June 2002, BANESTO had approximately
75,000 active customers in the small and medium sized company sector. BANESTO
customers from the small companies sector have an annual revenue between 300,000 euros
and 1.5 million euros, and the customers of the bank from the medium sized companies
segment have annual revenue between 1.5 million euros and 100 million euros. In line
with its strategy of increasing 1ts presence in the SMSC sector, within the adjustment now
being carried out by its branch network, BANESTO is working to organize its branches to
provide services to customers from the small companies sector through its network of
1,550 retail branches, and the medium companies through a specialized network of a
further 119 branches. On the other hand, medium sized companies are now served by 450
accounts managers who are highly specialized in such products as financial leasing,
factoring and overseas trade.

The efforts by BANESTO are aimed at increasing its customer base in the SMC sector,
assigning more accounts managers to that segment and concentrating on the markets with
the greatest growth potential, such as Madrid, Catalonia and the Levant. BANESTO also
aims its efforts at increasing the opportunities of cross sale of additional products and
services to its customer base in the SMSC segment.

Personal Banking. Personal banking services provided by BANESTO are ammed at
individuals with more than 200,000 euros in assets, or revenue exceeding 150,000 euros
per annum. BANESTO began to provide personal banking services in 2000, and at the end
of 2001, the customers BANESTO provided that kind of services amounted to
approximately 50,000. BANESTO provides its personal banking services through its
network of 750 specialized financial advisors, 500 of which are branch managers and 250
full time advisors. In that segment, BANESTO offers its customers a wide range of
interesting Spanish and international financial products, in addltlon to legal and tax
adv1sory services on asset management.

Private Banking. BANESTO began to provide private banking services to individuals with
at least 600,000 euros in assets liable to investment at the beginning of 2000. BANESTO
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provided the services to approximately 4,000 people at the beginning of 2001 through a
network with about 30 accounts managers. In addition to the products and services 1t offers
personal banking customers, BANESTO provides its private banking customers a wide
range of personalized solutions. BANESTO uses its management computer systems to
identify potential personal and private banking customers from among its existing
customer base. BANESTO also concentrates its efforts on its relations with small and
medium sized companies in order to attract new customers to personal and private banking
services.

Distribution Network

BANESTO serves approximately 3.5 retail customers through its multrchannel
distribution network which, on 30th June 2002, was formed by 1.669 branches, 1,566
automatic telling machines, 5,889 agents (including 2,783 collaborating agents and real
estate agents) and telephone and Internet banking services. BANESTO now mainly serves
its individual customers through its network of branches which, on 31st December 2001,
was the forth largest network in the commercial banking sector and the sixth largest in the
banking sector in general in Spain in number of branches, according to the statistics
published by the Bank of Spain. The branch network covers the whole country, in large
cities as well as in the smallest towns, and in rural areas where, in many cases, the branch
offices of the Group are the only or main banking institution in the area.

In addition to the branch network, BANESTO has actively developed other distribution
channels in recent years. For example, BANESTO complements the branch network by
using authorized agents in the rural areas where it has no branches. BANESTO is able to
increase its business turnover without the related expense of setting up new branches.
BANESTO also provides loans to real estate promotors, which provide later subrogation
by the purchasers of the property sold by the promotor.

BANESTO has also created Internet service channels such as iBANESTO, Banesnet,
BANESTO Broker and Banco del Deporte, in order for customers to be able to access
BANESTO financial products and services directly. Approximately 140,000 individuals
were registered as users of the Banesnet services on 30th June 2002 and 30% of the
operations with securities performed through BANESTO were carried out through
BANESTO Broker during the first nine months of 2002. In the smester ended on 30th
June 2002, approximately 25% of the operations performed by individuals and nearly 90%
of the operations carried out by small and medium sized companies were performed
through channels outside the branch network. By increasing the use of distribution
channels other than the branches, BANESTO can increase the amount of time the staff at
the branches can assign to sale of products and services, while reducing the average cost
per operation. : ‘

Types of products

The BANESTO Group offers a wide range of products created to provide efficient
solutions to the financial needs of its customers.

Deposits. On 31st December 2001, the Group had a base of customer deposits of 25,800
million euros (including assets sold by buy-back contracts), forming a market share of
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7.42% in customer deposits at Spanish commercial banks, according to the statistics
published by the Spanish Banking Association.

Mortgage loans. In 2001, BANESTO provided a wide range of mortgage loan products in
order to increase its guaranteed loans granted to the private sector, raising these from
approximately 6,100 million euros on 31st December 2000 to 7,700 million euros on 31st
December 2001, which represents 31.7% of the total lending activities. In 2001,
approximately 25,000 families took mortgages from BANESTO, increasing the bank’s
mortgage market share to 6.98%, according to Bank of Spain data.

Asset Management. On 31st December 2001, the BANESTO Group was offering 65
investment funds, five more than the previous year. These funds are marketed under the
BANESTO brand, although the funds are managed by SCH Gestion, S.G.1I.C., S.A.and
SCH Pensiones EGPF, S.A. ("SCH Gestion" and "SCH Pensiones", respectively), in each
one of which the Banesto Group has a 20% stake and SCH 80%. These funds had assets
valued at 8,600 million euros on 31st December 2001, an increase of 14.7% on the
previous financial year. in spite of the considerable drop in the listings on the stock
markets during 2001, the BANESTO Group obtained 150.6 million euros in revenue from
commissions generated by pension and investment funds, only 2.2% lower than the figures
obtained in 2000. Likewise, SCH Pensiones managed nine pension funds and 29 pension
plans, with a total of 1,100 million euros in assets on 31st 2001. SCH Pensiones offers a
wide variety of personalized schemes for different age groups, income levels and tax
profiles. '

Credit and debit cards. BANESTO provides its customers a wide variety of electronic
payment services. During the first six months of 2002, the revenue obtained from
electronic payment services increased more than 20%. The management team at the bank
considers there are growth opportunities in the business area of electronic payment
services and that these services will have an important role in the efforts by BANESTO to
achieve customer loyalty.

Insurance. The BANESTO Group provides life, savings, home and car insurance products
through its subsidiary Compaiia Aseguradora BANESTO Seguros, S.A., marketing these
products through the Group’s network of branches. On 31st December 2001, BANESTO
Seguros had issued more than 350,000 insurance policies. In 2001, the revenue from
premiums came to more than 381.9 million euros, and the before tax profit 12.2 million
euros.

Consumer loans. BANESTO provides a wide range of consumer loan products, such as
loans to purchase cars and to acquire long life products, such as home appliances. In recent
years, BANESTO has established relations with nearly 800 car dealers to finance their
customers.

Wholesale Banking

The wholesale banking division at BANESTO Group ‘performs corporate banking
activities, at national and international level, and global treasury and capital market
activities. In line with its general strategy of concentration on retail banking, BANESTO
does not consider the weight of its wholesale banking division will increase in comparison
with the rest of the Group.
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Corporate Banking. The Group offers short, medium and long term financing services, bill
discounting, financing for overseas trade, electronic banking and management of collection
for large companies, mainly through its three branches specialized in that sector in Madrid,
Barcelona and Bilbao. In 2001, the loans in the area of corporate banking amounted to
25.6%, until reaching 4,700 million euros, and the bank guarantee area increased 21.6% to
the figure of 3,900 million euros. The Group entered into 17 financing agreements for
projects with investments of more than 600 million euros in 2001. As to its customer
orientation policy, BANESTO increased the number of advisors in that area by more than
double during 2001, now reaching the figure of 45 accounts managers in order to provide
personalized services to the nearly 375 economic groups that division of the Group serves.

International Banking. Within the plan to reorient operations by the Group toward the
national banking sector, the management team has decided to significantly reduce the
presence of the Group outside Spain, limiting its international banking activities essentially
to those required to attend to Spanish customers abroad, above all by financing commercial
activities and providing international private banking services. The international banking
unit also provides aid to develop the Group business with its national customers in the
areas of corporate banking, treasury and capital markets. The Group carries out its
international banking activities through its central offices in Madrid, a specialized branch
in New York and representative offices in another six countries.

Treasury and capital markets. The Treasury and Capital Markets unit provides the usual
services and products in this sector, and personalized products and services to manage risk,
already created by the Group or by third parties, on the Group customer base. Through that
unit, the Group acts as a market maker on the Spanish government debt market and
operates on the interbank, the national and intemational fixed and variable yield markets,
the currency markets and swaps markets, term contracts and other derivate instruments, on
its own behalf as well as on that of its customers. BANESTO also carries out activities
with currencies and derivates to manage interest rate risks and the exchange rate of its
customers. The Group performs operations with varable yield securities on behalf of its

individual and institutional customers and on its own behalf through its broker subsidiary
BANESTO Bolsa.

The geographic distribution of the origin of the balances of the main chapters of the profit
and loss accounts, as well as the detail of those balances according to the nature of the
operations generating them, is shown in the following tables:
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a) Geographic Distribution

Thousands of Euros

30-06-02 30-06-01 (*) 2001 2000
Interest and related yields
Spain 917,708 1,049,033 2,030,745 1,868,495
Rest of Europe 0 109,011 164,423 172,262
America 24,176 30,490 51,491 51,075
941,884 1,188,534 2,246,659 2,091,832
Yield from the variable vield
portfolio 19,795 7,489 15,737 20,239
Spain
19,795 7,489 15,737 20,239
253,251 246,112 490,753 498,823
Commissions received - 1,442 2,435 775
Spain 2,711 - 1,132 2,362 1,387
Rest of Europe
America 255,962 248,686 495,550 500,985
5,661 5,420 9,629 20,159
Other operating products - - 31 138
Spain 110 - 90 24
Rest of Europe
America 5,771 5,420 9,750 20,321
Interest and related charges 401,414 1,110,359 1,018,313
Spain - 570,075 147,950 166,246
Rest of Europe 60,860 104,809 34,238 24,476
America 50,675
462,274 1,292,547 1,209,035
725,559
: 22,269 37,180 30,838,
Results from financial operations 400 22,057 3,371 -532
Spain 649 2914 5 -16
Rest of Europe 20
America
23,318 24,991 40,556 30,290
(*) Non audited data in June 2001.
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b) Nature of the operations

Thousands of Euros

30-06-02 30-06-01 (*) 2001 2000
Interest and related yields
From Bank of Spain and other central 5,728 8,735 1 16,387 14,129
banks 101,958 253,423 | 414,117 447242
From lending institutions 199,145 229.017 | 446,632 565,327
From fixed yield portfolio 605,235 668,948 | 1,309,071 1,058,328
From customer loans 29,818 28,411 | 60,452 6,806
Other products
941,884 1,188,534 | 2,246,659 2,091,832
Commissions received 20,972 18,971 | 39,776 34,591
From contingent liabilities 115,518 105,722 | 214,470 202,654
From collection and payment services 99,582 109,305 | 212,381 239,673
From securities services 19,890 14,688 | 28,923 24,067
From other operations
255,962 248,686 | 495,550 500,985
Interest and related charges 14,812 28,867 | 51,533 91,219
From Bank of Spain 123,096 231,998 | 396,293 453,975
From lending institutions 234,564 376,556 | 673,381 583,715
From creditors 26,452 24,041 | 43,888 37,860
From debentures and other negotiable 43,940 39,647 | 81,435 12,230
securities 19,410 24,450 | 46,017 30,036
Cost imputable to pension funds
constituted 462,274 725,559 1 1,292,547 1,209,035
Other interests
-72,770 -6,578 | 9,811 5,253
4,996 519 | 655 -5,791
Results of financial operations 1,486 1,851 | -27,059 -14,226
From fixed yield negotiation portfolio 7,600 6,550 | 16,051 4,720
From fixed yield investment portfolio
From variable yield portfolio
From sale of financial assets 45,040 1,777 | 3,096 -11,935
From futures operations with securities 29,696 7,575 | 13,649 22,387
and interest rates: -134 209 | 51 -96
In financial futures -3,935 -1,289 | -3,082 .-1,668
In options 5,949 -82 | 5,664 16,313
In term operations settled by 3,410 10,513 | 18,895 13,731
differences 1,980 3,946 | 2,825 1,602
Assignments to provisions
In other futures operations 23,318 24,991 | 40,556 30,290
From exchange differences
From creditors on securities
(*) Non audited data in June 2001.
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c) Detail of the results by business
The following is a table showing the distribution and growth of the ordinary margin on
30th June 2002 by business areas, prepared with analytical criteria from the existing

management information.

Millones de Euros

Ordinary Margin

Business 30-06-02 30-06-01 % Interannual Variation
Commercial 595 563 5.7%
Corporative 50 39 26.1%
International 16 18 -9.9%
M arkets 31 35 -12.2%
Corporate activities 48 50 -3.5%
740 705 4.9%

80% of the origin margin is generated by the retail business and 7% by Corporate Banking.
Thus, 87% 1s from domestic customers in line with the bank’s orientation on the national
market, with a special concentration on the retail business. The international and markets
business represents 6% of the total.

d) Distribution of the balance sheet by currency and location
The following table shows the breakdoWn of the balance sheet for financial years 2000 and

2001, for 30th June 2002 and 30th June 2001 (not audited), according to the currency in
which the operations are recorded and according to their geographic location.
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The evolution and detail of the subordinate liabilities may be considered in point IV.3.5. of
this Prospectus. These are from issues of bonds that are subordinate in nature and that, for
the purposes of creditor preference, are located after all the common creditors; none of
them is convertible to shares in the Bank and they are guaranteed by Banco Espafiol de
Crédito, S.A., where the funds obtained from them are deposited. The amount charged to
results as the cost of the subordinate financing in financial year 2001 amounted to 45,952
thousand euros, and in the first semester of 2002, to 19,401 thousand euros.

e) Detail of the balance sheet and profit statement by companies

A series of four tables is now provided that break down the balance sheet as well as the
profit and loss accounts in financial year 2001, and for the first semester of 2002, among
the main companies in the Group.

From these one may see the important weight Banco Espafiol de Crédito, S.A. has on the
Group figures, as its assets represent practically all the assets of the Group, the net result of
which, on 31st December 2001, is 87.6% of the consolidated net profit of the Group, and
on 30th June 2002, 89.2%.

BALANCE SHEET ON 31-12-2001 BY COMPANIES
Millions of Euros ‘

Ranesta .
BANCO BANESTO Issuing Rest of Adjustments
ASSET S BANESTO VITORIA BANDESCO BOLSA Bank puni and climinati Ci
Cash md deposits at central banks ROXES 136 0.7 - 14.5 - KPAN)
Gavernment debt RNPIES 03K 126 (15 - T - LR 6
Lending institutions 08140 4258 TRR T |EXE EREENY 248 AT RYADKS
Customer foans PRA LS YNO 3 TI7T 2.0 420X - 10.26.2 235973
Bonds & other vaniable vield 950D 1369 42.2 - B To 44157 4,721 5
securilies
Shares & other vanahle yield siock T40.7 . 751 - 62.4 RN 83 0
Stakes 33 27 - - - [EXS EIB 26,3
STARES 1 £TOUp companies. T80 R UX 5 - 06 -TU36 S 3197
Tmangible assels REAl - - 02 - 34 — 1T 61,5
Goodwill in consolidation - - - - - - EE) 19
Tangible asscts Y LN, T [ - EDR) Tor @7
Other assdis — JYSKT R} 28 1.1 (A 14.5 ST AT
Accrual accounts K TR | 03 B IEE] 1265 9213
Lonses Trom consolidaed companics - - - - - - 2774 1324
Consolidatad losses for vear - - - - - 194 BEr 00
TOTAL ASSETS RENEEES T2 T Ix pLER) LA KESAE TIERY JINT
TTATITITTES
Lending imstiautions T3T87 1 SS2.7 351 U8 S - 2959 -5.521 4 ~ 10108 2
Customer funds PRNAYR] 937 & — K] X B TR 2 -24723 24538 5
Marketable deht secunties - - - - dR0 0 1,235 4 00 1,235 4
Other liahilmes 947 73T — 121 Tu6 070 bK) T3 TG
Accru] accouns 22 179 o0 I3 (2 I8 PN W H
Pravisions for nisks and chanes GYN 4 364 30 4 - 1.0 B1EN 742 ()
Negative ditference m consalidation - - - - - - hY1) 0
Consolidated profil for year 09 4 118 0z 553 [ A 169 4309
Subordimaicd hnancimg I8 N - 5 5 (I I (1)
Minonty 1n1enests - - - - - - K31 %32
Capital subscibod [RREE) TRR 1206 9 IEX] TR 02 LRARE]
Tssue premiums - 17.3 30 - (33 2154 XARY [{E0)
Resenves —AloK 4.7 332 310 | 1.2 DY 2993 REAK
Reserves i consolidated companies - - - - - - 1372 1572
Rusults Trom previous vears - - - - - 1527 32T (1)
[ TOTALTIABILITIES TR X T3 THX T30 RCIAN KESARS S E XL 3T

The fundamenta) reason why the consolidated total assets arc less than those of thel3ank is the elimination in the consolidation nrocess of the promissory notes issued by Banesto Banco
Emisiones and subscribed by Banesio, as well as the deposits the former made in the latter of the funds antracted by issue of the promissory ioles. .
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BALANCE SHEET ON 30-06-2002 BY COMPANIES
Millions of Euros

Banes
BANCO BANESTO [ Issuing Rest  of | Adjusiments
RAN VITORIA BANDESCO BOLSA Bank. i and eliminit [&

Caxh i d deposits @ eentral banks Ty [l - - - T B AR N
Qovernment debl G0y 217 03 B 105K B KRN
Tending stusutions 4580 1023 4y.1 :REXR] 19273 -1 N4 13144
Customer Joans T 123 ) 5 364 = ErES LAY
3onds & oshervariable vicld ERARK FIFR A - I 20 4609 X
RKCUnLCS
“Shares & other vanahle yicld stock OYRK 24 1 70, - kX B
Stakes hi bE] - g - XD [ 74
Stakes 10 group companies T30 0 07 - - T TOR S EXPRI
Trangiile asswts N2 iz - ) T TUR BEN 630
Goodwill in consolidation - - - - - 1) 43 45
liangible asseis 704 K 257 1.1 [ - 445 PECE N9
Unher ass 3003 213 T96 % LD BEATY 30412
AT ACEOURTE TR T EE T M =X SR PSR
T from consalidated contpanics - 5 - - - 0.1 TIR Y 150
Consolrdated bosses for vear

[ TTOTAL ASSETS TI683 A 717 TITR KRN TIT8 P XTI TR

[ TTARITITIES
Tending imstutions EX] 302 T [IX] B TRD BXYYY] EESTEN
Cusomwr funds 7200 .3 VT ol 37 - 79.9 SJONRT 238517
Marketahle deht Sccuntioes [RPAYY] - - - T8 T3 3 TFRY XL
Ciler Tbilties pRCEE] RIES 119 21 PARED) 9.0 AT 2,409
Aceni accounts T.T04 1) EX il 17 - 8.1 REM
Provisions for nsks and charpes 0320 1.3 10 LIE:S NI KR ST PRI

E Nogai dilference 10 comsodanan g - B g - 2] 700 [0
Consolidated profit for veur 2110 [l 14 32 02 23.0 5.4 2411
Subordinaicd Tmancing 033 0 - - - - 02 4 02 3 b
Minonty interesis - - - - - 00 ERR 3.
Capital subsenbed JRKRYS REX3 1.0 EE] 1X3) ERES 197 1335 0
Tssue prentums - 175 - - REES 290.] -6 4 B

o R X RXAL hES T2 TRY S 51|
rves 1 consulidated companies 3 3 - - - I78 T3

Resulis trom previows vears

[ TOTATTIABITITITS .64 17177 —_ 33 T TITR EXG BRI LARESE

The fundsmenal nason why the consolidated 1ol assets are fess than those of the Bank is the elimination in the consolidation process of the promissory notes issued by Banesio Banco
misiones and subscribed by Banesto, as well as the deposits the former made in the latter of the fund s attracted by issue of the promissory notes,
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IV.1.2. Positioning in relation to the Institution or Group within the Ban'king
Sector

The Banco Espanol de Crédito Group is one of the main financial groups in the Spanish
Banking Sector.

On 31st December 2001, its market quotas, in the banking sector as well as in the Spanish
financial sector, were as follows:

Quota by banking sector Quota of financial system
Loan investment 7.21% 4,03%
Customer funds 7.42% | 4,04%
Investment funds 7.22% 4,76%

Source: A.E.B., CECA, Own Preparation

The following are the most significant data on similar Spanish banking Groups, on 31%
December 2001, the last date on which there is audited data for such groups.

(*) Millions of Euros BANESTO

Group BBVA Group POPULAR Group BANKINTER Group
TOTAL ASSETS . 44,921 309,246 37,396 21,444
CUSTOMER LOANS (1) 23,597 150,220 27,368 ) 14,691
EXTERNAL FUNDS (2) 26,472 169,486 25,865 " 15,369
NET ACCOUNTING ASSETS (3) 2,258 . 13,314 2,296 752
PROFIT FROM YEAR 431 3,009 614 109
- For the Group 422 2,363 ' " 565 98
BRANCH NETWORK (4) 1,732 8,288 2,144 : . 282
AVERAGE STAFF 11,154 98,588 12,309 2,959
RATIOS ’
- ROE 20.82 219 27.65 14.30
- General expenses ordinary
administration/management 52.11 50.4 37.20 55.08
- Default rates 0.85 1.71 080 . 029
- Default coverage 2347 2216 1977 3992

(1) Net of provision funds for insolvencies

(2) Exteral funds = Debits to customers + Debits represented by securities + Subordinate financing
(3) Netof own shares and after applying the financial year. Does not include minority interests

(4) In Spain and abroad

(*) According to data published by the actual banks.

IV.1.3. Financial information on the main Institutions in the Group

The leading company in the consolidated Group is Banesto. The Group is complemented
by Banco de Vitoria and Banco del Desarrollo Econdmico Espaiiol, S.A. "Bandesco”. The
latter entity trades under the name "Banesto Banca Privada", by which it will be identified
in this Prospectus. :

“Banesto Bolsa, Banesto Seguros and Inmobiliaria Urbis form the rest of the most
important subsidiaries. ‘

As to Corporacion Industrial y Financiera de Banesto, S.A., it was excluded from stock
market listing in the first semester of 2000, after the relevant public offer to acquire shares.
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Since then, the Corporation has continued its process of divestment and its non monetary
assets are now residual and mainly in real estate.

As to Banesto Banco de Emisiones, S.A., its role within the Banesto Group basically
consists of acting as a financial vehicle for it by attracting funds through issue of
promissory notes which, once subscribed by Banco Espafiol de Crédito, are later ceded to
customers. These funds are lent to Banco Espafiol de Crédito, S.A., which assigns them to
finance the ordinary activity of the Group. '

Banco de Vitoria, Bandesco and Banesto Bolsa perform their consolidation by the global

integration method, while Banesto Seguros and Urbis are valued by the equivalence setting
method.

The following are the most significant figures of the evolution during financial year 2001,
the last date from which there are individual audited accounts of the companies stated and
of the summarised financial statements in the last two years, as well as the first semester of
2002, compared with the same period in 2001.
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Banco de Vitoria is a bank belonging to the Banesto Group, in which Banco Espaiiol de
Crédito held a direct and indirect stake of 97.96% on 31st December 2001, which
percentage it maintained on 30th June 2002.

This bank’s activity mainly concentrates on commercial banking and it channels the
activity by the Banesto Group in the Basque Country, the region where it has most of its
branches. on 31st December 2001, it had 337 employees and 72 branches. On that date, its
‘assets amounted to 3.8% of the total consolidated assets and its results 3% of the gross
profit of the Group.

The lines of the balance sheet for financial year 2001 show the increase in typical activity
and ' its consolidation as a financial institution in its area of influence and the profit
statement shows a sustained growth rate in margins.

The loan investment increased 5.9% on the previous year, while the customer funds grew
by 4.3%.

Contention -of transformation expenses - which only grew 1.9% - allowed the operating
margin to increase 24%.

The provisions for insolvencies were greater through the coverage provisions of the
Statistical Fund. The default rate amounted to 0.34% compared with 0.46% in the previous
year and the coverage level to 560.5% compared with 310.2% in 2000.

The final result came to 15.68 million euros, 25.2% higher than the precedmg year,
providing a ROA of 0.68% and a ROE of 11.53%. .

The provisional before tax profit figures from the year were obtained on 30th June. 2002, of
10.3% million euros, this being a 23.5% interannual increase, with a private evolution.in

all the margins of the profit statement, with growths of 4.8% in the ordinary margin and-

17.3% in the operating margin. The net profit was located at 8.1 million euros, with a
10.5% increase.
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In June 2002, Bandesco, a company which is 99.3% owned by the Banesto Group, began
to trade under the name of "Banesto Banca Privada". The Banesto Group proceeded to that
change in order to encourage the private banking business and increase its presence in that
segment. It has 36 employees and two branches to carry out its business.

Thus, the activity of the Bank in financial year 2001 was aimed at a selective, very
specialised segment that requires less structure than a traditional bank. In this context, the
business figures are gradually being adapted to that new orientation, which is shown on the
balance sheet and profit statement. Its assets on 31st December 2001 amounted to 0.6% of
the total consolidated assets and its results to 0.5% of the gross profit of the Group.

The total customer funds, including investment funds, managed portfolios and "SIMCAV"
mvestment funds amounted to 388 million euros.

The volume of portfohos managed for customers came to 117 million euros, and
"SIMCAV"s and investment funds to 174 million euros.

Due to all the foregoing, in financial year 2001 a drop was recorded across the board in all

the items of the profit statement, except in the financial margin. Thus, the ordinary margin

dropped by 17.1%, transformation costs 17.2% and the gross operating result 11.7%.
However, lesser needs for correction and greater extraordinary results have allowed a 2.52

million euros result to be obtained in the financial year, 40% more than the previous year
that being a ROA 0f0.86 and a ROE of 5.21%.

As already stated above in Chapter III, on 8th July 2002, the Boards of Directors of
Banesto and Bandesco approved the Merger Project for both Companies. That operation
will allow the resources -of both companies that are being assigned to management of
Private Banking to be used more effectively, thus improving profitability and efficiency.

In this context, the evolution of results during the first semester of 2002 continued the
trend from 2001, with a drop in the financial and ordinary margins. However, the reduction
in transformation costs led to an operating margin of 0.57 million euros, more than double

that in the first semester of 2001. Lastly, the profit before tax rose to 1.02 million euros,

11.4% more than in June 2001

24




Y4

Yot T'LT %l0°6l 104 1 1 Saydueiq jo "oN
%60 %ty YO 8¢ 99 sa9ko[du jo "oN
%t0'0t- 9L €LY [N TVLO.L
%89°6T- 96°8 929 Xgi210Jaq iyold | %Lit'6 L1'16l £0°60T S1UnOJdL 3SIALG
Y lS 6P 1L°69 07'S¢€ S)1Qap Jawoisny
%00°001- 41K sinsa1 Aieuipioeaixy [ %€6°68- ye'syl Sy 0T SUOUTIISUL UIpUdY
eu $0°0- (1ou) spo-onam | %00 1- SU°L9 3¥'99 S1[NS2I pUL 52440821 '[ende)
AN 44 P8 [v9 1 nsai Sunetado ssoiny
SALLITIEVIT
ALl Il 90~ 90°0- $1|ns3 J3u 13Y1Q
Yol 111 [ QL'¢- SIS0 uatieuniogsuely | Y%4g0'0t- 9t'tLY 61188 TVLOL
YTl PI- v8i1 L0l udiew Adeuipig | %95°8 £r 181 96961 S0
Y08 pT- 1p L1E suonesado [edueuy o nsay | ¥%99'g¢- LSp81 0£'9L o1j0juod $a1LINd3g
YtZ'8- £9°L 00°L udisw nseq | %L6°¢S- KT St'8 SUTO[ JAWOISID)
YTs 0T~ 869 §6'§ SUOISSIWIWOI N | %L9 Py SL'88 L6y suoymusuL Juipuay
Y19 v $9'0 Ndl urBew Suiperl | %120 870 6¥'0 PI3IA paxyy pue SYUBq |e1udd "yseD)
13 1
“90/70-90 soquy W LY YY) “90/20-90 soang | Sodny gy SLASSY
Yo 1002-90-0¢ 2007-90-0¢ Yo 130Z-90-0€ | Z00T-90-0¢
LNAWALY.LS HWODNI LAAHS dDNVIVE
Yulv 9r %06°1T 4038 L | S3youeIq JO "ON
AT %I(Th VoY vs v9 $3240[dwa 0 "ON
%81 17°¢9¢ 96 £8C IVLOL
% 10°05- 79°ST 18°71 XB) 210§3q pjodd | %pE99- L568 [4%Y S1UN0O3e 3SIIALI]
YlT'T6- ST19 LLY SHQIp Jawosnyy
Yt L6~ LS9 910 sinsas Klguipoenxy | % 19°z- 0807 67861 suonmsul Juipuar
—(isu)spo-anim | %0051 65°8S 8C°L9 S){NS3T puB $3A13s34 ‘Lende))
Y88 £t~ SOt $9'21 1[Nsa1 Funesado ssoio
SALIEVI
SIS 13U 130
YoLl'Ll | 979 peL- S1S03 uollBwoysuRS ] | %Z8'IT- 12°£9¢ 96°£87 V101
Y%t0° 12" 1£°6¢ 66'61 udew Aeuipag | sju £L0 SO 1 240
%59 68 L6E PSS suonetado jeroueuy Joynsay | %81 19- 16°v61 L9'SL 01{0j110d 521111025
Yl € TE el vrpl ursiew oiseg [ %76'8S LS'L £0°T1 SUBO] J3WOISIT
Y%5E 8¢E- €402 8L'Z1 - SUOISSLWOd BN | %6871 00091 £8E81 SuOnMSUL SUIpUIT]
%6l TLL 190 99°I widiew Juiper) 000 81’0 PJ314 paxy pue Sjueq |Riuad ‘ysed
00/10 Seany ‘W - soanyg "y 00/10 soany ‘g soanyg ‘KW SLASSY
Yo 0002 1007 Yo 0002 1007
LNAWILY.LS AWOINI LAFAHS 4INVIVE

VS104 OLSINVY




Banesto Bolsa, the securities and stock market company of the Banesto Group, has 64
employees. Its total assets on 31st December 2001 amounted to 0.6% of the
consolidated total assets and its results to 2.5% of the net profit of the Group.

Its level of activity during financial year 2001 and profit generation took place in a
scenario of uncertainty and high volatility on the markets that affected their behaviour,
made more acute by the events of September.

The volume of intermediation (third party operations channelled through the company) by
Banesto Bolsa was 22.74% lower than that in financial year 2000, at 26,742 million euros.

The financial margin doubled that of the preceding financial year. However, the lower
level of activity in transactions caused by investor reluctance to the higher Tisk markets, . -

generated less revenue from commissions than the previous year, although, in spite of this,
they amounted to 12.78 million euros. The ordinary margin lay at 19.99 million euros,
21.04% lower than the previous year. The before tax profit was 12.82 million euros, one
third lower than in 2000, without considering the extraordinary revenue from financial
year 2000. This provides a ROA of 4.21% and a ROE of 21.90%.

During the first semester of 2002, the evolution of Banesto Bolsa continued to be
unaffected by the general behaviour of the markets, which has led b figures showing
lower results than the previous year. Thus, its ordinary margin on 30th June 2002 came to
10.2 ‘million euros, 14% less than the previous year, and the before tax profit was 6.4
million euros. : 3 '
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Banesto Seguros is the insurance company of the Banesto Group. It has 31 employees and
is consolidated by the equivalence setting method, so its assets are not integrated in the
consolidated Group. Its results on 31st December 2001 represented 2.3% of the gross
profit of the Group.

The company’s activity basically concentrates on providing coverage for the insurance
products distributed by the commercial network. During financial year 2001, important
increases on billing were recorded compared with the previous year. In life risk it has
grown 13% and in non life 22%.

The technical provisions came to 1,859 million euros, which was a 9.3% increase.

Its before tax profit was 12.1 million euros, 4.5% less than the preceding year. This
provided a ROA of 0.66% and a ROE of 26.78%.

That drop in results, apparently contradicting the increase in billing, was due to the greater
volume of commissions ceded to Banco Espafiol de Crédito for marketing insurance, that
rose to 15.72 million euros m 2001, compared with 12.21 million euros in 2000. When
these amounts are included in the accounts of Banesto Seguros, a more adequate indicator
of the company’s evolution may be obtained. Thus, the ordinary total margin generated by
Banesto Seguros in 2001 would be 31 million euros, with a 7.5% increase on the figure
generated the previous year (28.8 million euros). Likewise, the gross profit plus the

commissions ceded came to 27.86 million euros, compared with 24.92 thousand euros in

2000, an increase of 11.7%.

During the first semester of 2002, the company has continued its progression that, after
recording annual growths in the life risk and non risk billing of 12.6% and 21.2%
respectively, obtained a before tax profit of 5.1 million euros which, although 4% lower
than that recorded the previous year, is due to an increase of approximately in the
commissions ceded to the Bank.

Considering the gross profit plus the commissions ceded to the Bank, just as done for
financial year 2001, the aggregate on 30th June 2002 amounts to 14.1 million euros, with
an increase of 14.7% on the figure for June 2001. -
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Its main activity is promotion of medium class housing nationwide. During financial year
2000, it performed a capital stock increase of 94.8 million euros, assigning the funds
obtained to acquisition of two shopping centers in Madrid which increased its leased real
estate. Later, during 2001, it carried out the merger by absorption of Dragados
Inmobiliaria, S.A. In any case, the growth of Inmobiliaria Urbis in 2001 was much greater
than the effect of the absorption stated. It has 178 employees.

The company is consolidated by the equivalence setting method, so its assets are not
integrated in those of the Consolidated Group. The relevant result of stake held by Banesto
in the company is that it had generated 10% of the gross profit of the group m 31st
December 2001.

In financial year 2001, the revenue from saks of homes and land increased 72.3%, and that
from property rental also rose by a similar amount. The operating profits grew by 74%
and the before tax profit came to 91.9 million euros, 66% more than the previous year,
providing a ROA of 3.77% and a ROE of 11.30%.

During the first semester of 2002, the company continued to grow, with a rise of 20% in its
gross margin, up to 83.2 million euros, obtaining a before tax profit of 71.4 million euros,
with an inter-annual increase of 32%.

IV.2. Management of results
IV.2.1. Results account of the Consolidated Group

In financial yéar 2001, Banesto Group obtained a consolidated before tax proﬁt of 520.8
million euros, 23.1% more than the previous year.

The net profit attributable to the Group in 2001 amounted to 421.7 million euros, 11.1%
more than in financial year 2000, although the provision of tax on profit had grown 173%
due to the gradual exhaustion of the existing tax credit from previous years.

That growth in results was due to the conjunction of three axes of action: increase in
business, cost contermon achieving an operating margin 14.1% higher than the preceding
year.

As to the provisions for insolvencies, these were increased 45.5 million euros, 44.9% of
the results by equivalence setting have dropped 9.6 million euros, 13.2%, and the
extraordinary net profit rose to 29.6 million euros profit, compared with 52. 5% million
euros net loss in 2000.

Through this, the ROE in financial year 2001 was 20.8%, compared with the 20.6%
reached in 2000. With a homogeneous tax burden of 30%, the growth of the ROE would
have been greater on going from 15.3% in financial year 2000 to 17.5% in 2001. The ROA
at the end of financial year 2001 was 0.98% compared with 0.94% one year before.

On 30th June 2002, the consolidated before tax profit amounted to 315.1 million euros,
17.5% more than the previous year, and the net amount attributable to the Group was

236.5 million euros, with a 7.4% growth. As to the operating margin, it amounted to 317.7 -

million euros, with an inter-annual variation of 12.3%.
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The main profit making company in the Group is Banco Espafiol de Crédito, whose
individual profit figures in the last financial years and in the first semesters of 2002 and
2001 (the latter has not been audited) are recorded in Chapter V of this Prospectus. Its
individual profit, on 31st December 2001, amounted to 87.6% of the consolidated net
profit of the Group, and on 30th June 2002, 89.2%. On the other hand, the results
generated by the main subsidiaries that form part of the consolidated Group are included in
point IV.1.3. of this Prospectus.

The following points contain remarks and explanations of the evolution ofthe main lines
on the profit statement.

1V.2.2. Net interest revenue

The total income from resources assigned by the Group during 2001 amounted to 2,262.4

million euros, with an average yield of 5.15%. During the first semester of 2002, that yield
amounted to 961.7 million euros, with an average yield of 4.31%.

The average vield from the funds deposited at the different central banks and the
investment in Government Debt amounted to 5.77% during 2001 and to 5.49% in the first
semester of 2002.

The weight of loans to customers on the total assets was 48.96%, with a yield of 6.06% in’
financial year 2001. In the first semester of 2002, the yield was 5.12%, and its weight on

the total average assets grew to 52.53%.

- The average portfolio balance only represents 10.35% of the balance in 2001 and 12.44%

in the first semester of 2002. These investments have had an average yield of 4.75% in
2001 and 4.22% up to June 2002. ' '

The 2,262.4 million euros in total yield in 2001 have exceeded those of 2000 by 150.3

million euros, due as much to an increase in the average profitability of the assets, that has

amounted to 140.3 million euros, as well as the greater volume of assets, that have brought
in 10 million euros in revenue. as to the lines generating the variation, the most significant
factor has been the 245 million euros increase in the interest from loans to customers and

the drop of 150 million euros in income generated by deposits in the central banks and in .

- Government Debt, basically due to the lower volume of investment kept in these assets.

As to the interest in the first semester of 2002, this has amounted to 234.3 million kss than
obtained in the first semester of 2001, basically due to a rate effect of 211.8 million euros,
from a drop in interest across the board. The lower volume of total average assets has also
led to interest being lower by 22.5 million euros.
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IV.2.3. Net interest liabilities

The total cost of the funds used by the Group during 2001 was 1,292.5 million euros, at an
average cost of 2.94%. During the first semester of 2002, that cost rose to 462.3 million
euros, at an average cost of 2.07%.

The average balance of operations with lending institutions reached a weight in the total
balance of 23.73% in 2001, and 19.93% in the first semester of 2002. The average cost was
4.30% and 3.05 respectively.

54.86% of the total average funds in 2001 were customer funds, with a cost of 2.92%, and

54.53% 1n the first semester of 2002 with a cost of 2.07%.

The average balance of the funds attracted through debentures and subordinate financing
came to 1,851.5 million euros in 2001, with an average cost of 5.39%. In the first semester
of 2002, those funds amounted to 2,863.7 million euros at an average cost of 4.14%.

The 1,292.5 million euros in total costs recorded in 2001 were 83.5 million euros higher
than recorded in 2000, due to greater costs arising from a higher mterest rate that caused a
rise of 100 million euros, partially compensated by 16.5 million euros in lesser cost due to
a lower volume of average remunerated liabilities in 2001, compared with 2000. As to the
lines that generated the variation, the costs of customer funds rose by 120 million euros,
while that of the deposits taken from lending institutions dropped 96 million euros, due to
a lower average costs as well as lesser resorting to financing by such institutions.

As to the costs of the first semester of 2002, those amounted to 263.3 million less than
recorded in the first semester of 2001, basically due to lesser average costs of the funds,
providing a 227 million euro drop, and lesser average remunerated have meant 36.3
million euros less than in the first semester of 2001.
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NET COST OF FUNDS

Data in June 02 June 01 2001 2000
thousands  of
Euros
Average % Interest ' Interest Interest Interest
LIABILITIES | palance Average | & Average | % & Average | % & Average | % &
rate charges balance Average | charges | balance Average | charges balance Average | charges
rate rate rate
Lending 8.894.827 308 135.750 | 11.673.508 452 263,940 | 10428613 430 448917 12.303.146 4.43 545,190
Institutions 7.781.694 3.08 119.765 8.947.471 4.24 189,470 8.258.942 413 340.858 10.390.994 3.95 410,738
Eurés 1.113.133 2.87 15.985 2,720,037 5.40 74.470 2.169.671 4.98 106.059 1,912,152 7.03 134,452
Other 24.337.018 2.07 252474 | 24264008 i 389,149 | 24011699 292 704002 | 22.798.968 256 583713
currencies 22.494.087 212 238779 | 22.543.742 312 351539 | 22.397.870 2.86 640855 | 21,213.360 237 502,962
Customer 1.843.558 1.49 13.695 1,720.326 437 37.610 1.713.829 3.08 63.147 1,583,608 5.09 20.751
funds 2.179.087 3.66 39.896 1.081.922 5.21 28,198 1,159,158 4.04 53.802 697959 §.42 37.858
Euros 2.123.063 370 39.316 859.463 501 21.549 1.008.783 4.53 45.569 481,221 9.67 22.466
Other 56.024 2.07 580 222,460 598 6.650 153,375 537 8.233 2i6.738 7.0 15.392
currencies 684,591 5.67 19.401 695,559 7.02 24416 692.314 6.64 45952 676,724 745 50.412
Debentures 152.449 5.10 3.891 152,449 513 3.907 152,449 5.28 7.998 152,449 5.39 8218
Euros 532,142 5.83 15,510 543,110 7.53 20.509 539.8653 7.03 37.954 524,275 © 808 42,193
Other 36.096.120 2.48 447.521 | 37.715.057 374 705,704 ; 36.391.984 3.44 1,252,673 | 36.476.797 334 1.212.172
currencies 6.281.122 0.47 14.753 5.184.123 0.77 19.856 5.534.168 0.72 39.874 3.134.182 -0.26 -8.139
Subordinate 2,257.762 0.00 0 2.085.396 0.00 0 2,025.165 0.00 0 1.846.205 0.00 0
debi 44.635.004 207 462.274 | 44:984.576 323 725,559 | 43.951.118 2.94 1.292.547 | 41.457,184 292 1.205.033
Euros 40.852.600 2.10 429.513 | 39.602.675 305 603.305 | 39.212.363 2.81 1,100,930 | 37.057.392 257 952,770
Other 3.782.404 1.73 32761 5.381.901 4.54 122,254 4.738.755 4.04 191.617 4,399.792 5.82 256.263
currencies
Total  funds
with costs
Other funds
Shareholders’
funds
Total average
funds
Euros
Other
currencies
Variation §2/01 Variation 01/ 0
LIABILITIES | By By type TOTAL By By type TOTAL
volume volume
Lending -68,748 -59.442 -128.190 ' -66.169 -30.104 -96.273
Institutions -24.686 -45.018 -69.705 -84.276 - 14,397 -69.8%0
Euros T 44.062 -14.424 -58.485 18.107 -44.501 -26.393
Other 1.919 -138.595 -136.675 34614 85.675 120.289
currencies =775 -111.985 -112.760 28,084 109,809 137,893
Customer 2.694 -26.609 -23.915 . 6,530 -24.134 -17.604
funds 26.706 -15.009 11.698 19.989 -4.045 15.945
Euros 31681 -13.914 17767 24.489 -1.386 23.103
Other -4,97% -1.09% -6070 ’ -4.500 -2.659 -7.159
currencies -414 -4.601 -5.015 1,255 -5.714 -4.460
Debentures 0 -16 -16 0 -220 =220
Euros 414 -4.585 -4,999 ’ 1,258 -5.494 -4:239
Other -40.536 -217.646 -258,183 -10310 45812 35,501
currencies 4,202 -9.305 -5.103 -6.232 54.245 48,013
Subordinate ¢ 0 0 0 [ [}
debi -36.335 -226.951 -263.286 -16,543 100.057 83514
Euros
Other
currencies
Total  funds
with costs
Other finds
Shareholders’
funds
Total average
funds
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1V.2.4. Trading margin

Financial products in 2001 amounted to 2,262.4 million euros, 7.1% more than in 2000,
while the financial costs came to 1,292.5 million euros, 6.9% more than in the preceding
year. Due to all this, the intermediation margin was 969.8 million euros, 7.4% higher than
that obtained in 2000.

The increase in the income and costs was basically due to the increases in the trading
volumes during the financial year, as may be seen from the tables recorded on the previous
pages. :

In January 2001, approximately 1,200 million euros in Public Debt at the Bank matured,
causing a loss of margin from that portfolio. However, the positive evolution of the
financial margin of the business has grown 14.9% in relation to the previous year, allowing
the negative effect of that maturity to be more than compensated for.

The funds used in 2001 had an average yield of 5.15%, 0.06 percent more than the
previous year, while the cost of funds in 2001 rose only 0.02 percent, to 2.94%. Thus, the
intermediation margin over the total average assets was 2.21% in 2001, which is an
improvement of 0.04 percent compared with 2.17% in 2000.

The intermediation margin of total average assets in the first semester of of 2002 is 2.24%,
due to having an average yield of 4.31% from funds and an average cost of funds of
2.07%, reaching an intermediation margin on 30th June 2002 amounting to 499.4 million
euros, 19.8 million euros of which were yield from the variable yield portfolio.

A sum of 26,575 thousand euros from the intermediation margin increase of 66,813
thousand euros in 2001 was due to the positive volume effect, and 40,238 thousand euros
to the rate effect, which was also positive.

The behaviour of loans to customers was especially significant with growth in the volume
effect as well as the rate effect that, along with a lower growth in the cost of customer
funds, led to the differential of loans to customers minus funds from customers growing
from 2.96% in 2000 to 3.14% in financial year 2001.

One may thus appreciate the successful management of the margin, as the increase in
business experienced in 2001 was accompanied by an increase in profit.
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Variation 30-06-82 | 30-06-01(*) | 2001 2000 % June 02/June 01 | 01/00
Thousands of euros

+ Revenue on interest and related vields 941.884 1.188.534 2.246.659 2.091.832 -20.75% 7.04%
+ Revenue from variable yield porifolio 19,795 | 7.489 15,737 20,239 164.32% | -22.24%
- Expense of interest and related charpes | -462.274 -725.559 | -1.292.547 | -1.209.035 -36.29% 6.9%
TRADING MARGIN 499,405 470,559 969.849 903.849 6.15% 7.40%
% Trading margin / AMR (**) 2.54% 2.34% 2.48% 2.33%

Y% Trading marpin / ATM (**) 2.24% 2.09% 2.21% 2.18%

AM.R = Income yielding assets; A.T.M. = Total average assets
(*) Unaudited data in June 2001
(*) annualised in June 2002 and 2001

The preceding table shows the progression of the financial margin, not only in quantitative
terms with percentage increases of 7.40% in financial year 2001 compared with 2000, and
6.15% in the first semester of 2002 compared with the first semester of 2001, but rather in
qualitative terms, as there has been progression in the average profitability. Thus, the
intermediation margin on Average Profitable Assets has gone from 2.33% in financial year
2000, to 2.48% in 2001, and 2.54% in the first six months of 2002. As the Total Average
Assets, the progression was similar, as the financial margin was 2.18% of the same ones in
2000, rose t0 2.21% in 2001 and was 2.24% in the first semester of 2002.

IV.2.5. Ordinary gains

1V.2.5.1. Net commissions

Variation Variation

June 02/June 01 June 02/June 01
Millions of euros 06/02 | 06/01(*) | 2001 | 2000 | Absolute | % Absolute | %
Commissions charged 256.0 248.7 | 495.5 | 501.0 7.3 2.94 =551 -1.10
Risk operations 42.2 3751 771 69.0 4.7 1 12.53 8.1 11.74
Collection and payment service | 89.1 83.1 | 186.4 [ 1759 6.0 7.22 10.5 5.97
Securities service 15.3 2221 405 543 -6.9 | -31.08 -13.8 | -25.41
Investment and pension funds 75.3 76.7 | 150.6 | 154.0 -1.4 -1.83 341 -221
Other commissions 34.1 29.2 409 | 478 4.9 [ 16.78 -6.9 | -14.49
Commissions paid 38.6 38.6 75.1 82.2 0.0 0.00 -7.1 -8.64
Net commissions 217.4 210.1 [ 4204 | 418.8 7.3 3.47 1.6 0.38

(*) Unaudited data in June 2001

The net commissions amounted to 420.4 million euros in 2001, 0.4% more than the
previous year. By lines of activity, they are broken down as follows.

The net commissions, excluding those from investment and pension funds, the variation of
which is affected by the bad behaviour of the markets and the drop in commissions
established in the decrees of June 2000, have grown at a rate of 1.9%.

However, the behaviour by lines is unequal and analysis shows the quality of the revenue
obtained, as the commissions from the typical banking activity have grown considerably,
while the negative variation has arisen in the more volatile lines of income linked to the
evolution of the markets, the weakness of which during the financial year worsened after
the events of September.
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Thus, growth af the and the increase in transaction rates (greater number of operations
performed by the customers, more use of electronic means of payment, etc.) have led to
considerable increases in the commissions on risk operations and for collection and
payment services that have grown to rates of 11.75 and 6% respectively. On the contrary,
the securities commissions have suffered a 25.4% drop, while the rest of the commissions
have dropped 14.5%. '

As to the commissions paid, an 8.6% drop has been recorded compared with the preceding
year, basically due to the lower discounts paid for attracting business.

Due to all this, the basic customer margin, the sum of the intermediation margin and
revenue from commissions came to 1,390.2 million euros in financial year 2001, an
increase of 5.2% on the previous financial year.

During the first semester of 2002, this line of results was influenced by the behaviour of
the stock markets. In this sense, the commissiors from investment and pension funds rose
by 75.3 million euros, and although there was an increase in the average funds managed,
there was a drop in the average commission.

The rest of the net commissions rose to 142.1 million euros, a 6.5% inter-annual
increase. Excluding those generated by the drop in securities services due to the lower
performance of the markets compared with the previous year, the rest of the
commissions grew at an inter-annual rate of 14.2%. Of these, those generated by risk
operations grew 12.5% and those charged for collection and payment services 7.2.%.

IV.2.5.2. Results of Financial Operations

.The breakdown of those results is shown in the following table:

Result by financial operations Variation Variation

June 02/June 01 June 02/June 01
Millions of euros 06/02 | 06/01(*) | 2001 | 2000 | Absolute | % Absolute %
Fixed yield trading portfolio 128 -6.6 9.8 5.3 266.2 nis 4.5 84.91
Fixed yield investment portfolio 50 05 0.7 -5.8 4.5 n/s 6.5 C 12,07
Variable yield portfolio & other assets 91 84 | -111 -9.5 07 8.33 -1.6 16.84
Futures operations with securities and 76.6 82 195 [ 250 684 n/s -5.3 -22.00
interest rates
Currency exchange differences 34 10.5 189 13.7 71 67.62 52 37.96
Stock creditors 20 4.0 28 1.6 -2.0 -50.00. 1.2 75.00
Total 233 250 | 406 | 303 1.7 -6.80 10.3 33.99

(*) Unaudited data in June 2001

The profit from financial operations in financial year 2001 amounted to 40.6 million euros,
with a growth of 10.3 million euros on the previous year.

Approximately half of that increase, 5.2 million euros, were from foreign exchange gains,

mostly from -customer currency purchase and sale activities, due to the reduced own
positions maintained by the Group. The securities creditors have . generated 2.8 million
euros in revenue, 1.2 million more than the previous year. Lastly, the results of the trading
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positions have generated a profit of 18.9 million euros, compared with 15 million the
previous year.

Within the latter, variations of a different kind take place due to the separate accounting
recording of the results obtained by each financial instrument, as management of the
treasury risk is performed by the combination of cause financial instruments, there being
positions in some of them that cover or limit the positions maintained in others. It is due to
this that the positive variation recorded in 2001 compared with 2000 in the results of fixed
yield and investment portfolios, by 4.5 and 6.5 million euros respectively, must not be
considered alone, but rather jointly with the other negative variations recorded in the
variable yield portfolio and other assets, and in the results from futures operations, that
have dropped 1.6 and 5.5 million euros respectively against 2000.

During the first semester of 2002, the results from financial operations rose to 23.3 million
euros, 6.7% less than in June 2002. That vanation is the result of the combination of drops
in results due to exchange differences that drop 7.1 million euros (due to the euro coming
~ into force, exchange commissions between pesetas and the euro were lost), in net resources
of creditors on securities, that dropped 2 million euros, due to lesser activity, and to a net
increase in the results of trading operations by 7.4 million euros. In the breakdown of the
latter, one may clearly appreciate the correlation between the positions in different
instruments such as measurement of risk management, as while the trading portfolio gave
losses of 72.8 million euros (66.2 million more than in the first semester of 2001), the
results of futures operations compensated for that loss by rising 76 6 million euros,
improving 68.4 million euros on June 2001.

Once the results of financial operations are added, the ordinary margin in 2001 came to
1,430.8 million euros, with a growth of 5.82% over 2000. On 30th June 2002, the ordinary
margin was up to 740.1 million euros, with a growth of 4.9% against June 2001. Its

composition shows a solid structure and a high recurring character. In this sense, the -
intermediation margin without dividends and commissions represents about 95%. of the.

ordinary margin, in 2001 and the first semester of 2002.

Thousands of euros % Variation
30-06-02 | 30-06-01(*) | 2001 2000 June 02/June 01 01/00

TRADING MARGIN 499.405 470,464 969.849 903.036 6.15% 7.40%
+/- Commissions received and paid 217,396 210.111 420.397 418.74) 3.47% 0.04%
+ Financial operating results 23318 24.991 40.556 30,290 -6.69% | 33.89%
COMMISSIONS AND OTHER REVENUE 240,714 235.102 460.953 449.032 2.39% , 2.65%
% Commissions and other Revenue/ ATM (**) 1.08% 1.05% 1.05% 1.08%

ORDINARY MARGIN 740.119 705.566 1.430.802 1.352,067 4.90% 5.82%

A.T.M..= Total average assets
(*) Unaudited data in June 2001
(**) Annualised percentage in June 2002 and 2001

One may also note that, after the drop in 2001 compared with 2000 in the percentage of
commissions and other revenue over the Total Average Assets, in the first semester of
2002, they have returned to 1.08% of these, compared with 1.05% in the first semester of
2001 and at the same levels as in financial year 2000. '
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IV.2.6. Expenses of operating and other products and operating charges

Once more, the operating costs - personnel expenses, general and amortizations - have
dropped in 2001 and reached 829.8 million euros, 0.2% less than in the preceding year.
Within these, personnel and general have dropped 0.5% thanks to the staff adjustment
policy - basically by early retirement - of cost contention and optimization of the Group’s

networks. Thus, the efficiency ratio has continued to improve and has reached 52.1%,

compared with 55.4% in the preceding financial year.

General Administration Costs % Variation % Variation
(Millions of Euros) 06/02 | 06-01 (*) | 2001 | 2000 | June02/June01 | % 01/00 ] %
Personnel expenses 273.2 275.8 | 549.4 | 558.3 2.6 -0.94 -89 | -1.59
Wages and salaries 204.5 207.6 | 409.0 | 420.5 310 -149 ] 1151 -2.73
Social charges 53.8 548 | 1104 | 112.8 101 -1.8 241 -2.13
Others 14.9 13.4 30.0 25.0 1.5{ 11.19 5.0 [ 20.00
Other general expenses 93.0 93.7 1196.2 | 191.0 -0.7 [ -0.75 521 2.72
Property lease and maintenance | 26.3 26.7 539 56.1 -0.4 151 2271 392
Advertising and public relations |  30.4 33.4 66.8 | 629 -3.0 -9.0 391 6.20
Other items 8.3 6.6 15.1 12.2 1.7 25.8 2.9 | 23.77
Rates and taxes 23.2 21.8 50.1 1 493 1.4 6.4 0.8 1.62
Total operating expenses 366.2 369.5 | 745.6 | 7493 -3.3 1 -0.89 -3.7 | -0.49
Amortizations 47.2 41.5 | 84.] 82.1 571 13.73 20| 244
Total A34] 4110 [ 829.7] 8314 74| 058] 1.7] 020

(*) Unaudited data in June 2001

Personnel expenses in 2001 came to 549.4 million euros, 1.6% less than in financial year
2000, and there has been a net drop in the staff of 1078 due, basically, to the early
retirement scheme implemented at the Bank during 2001, taken advantage of by 950
employees. In order to cover that scheme, a 270.5 million euros fund has been set up,
175.8 million euros of which were charged to freely available reserves.

General expenses, that have risen 196.2 million euros, have grown 2.7%, the result of a
combination of increases in computing expenses and advertising and reductions in other
expense components with greater intensity in contributions, real estate and techmcal
reports.

The amortization of tangible and intangible fixed assets amounted to 84.1 million euros,
2.4% higher than the preceding year.

‘

The other products and operating charges that rose to 25.1 million euros net cost; show the
items outside ordinary activity, among them, and the most relevant, the contnbunon to the
Deposit Guarantee Fund.. ‘ ‘

Hi gher recurning revenue and cost containment have allowed the operatmg margm to reach
576 million euros, 14.1% more than the previous year.

During the first semester of 2002, the evolution of the operating expenses has continued
the trend from the previous years, while the cost containment policy has continued. The
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reduction 241 person of the staff from December 2001 has contributed to recorded
personnel costs showing an interannual drop of 0.9%.

Due to all the above, the opefating margin on 30th June 2002 came to 317.7 million euros,
with an interannual increase of 12.3%.

% Variation % Variation
Thousands of euros 06/92 06/02 (*) | 2001 2000 June 02/June 01 | 01/00
ORDINARY MARGIN 740.119 705,566 1.430.802 1.352.067 4.90% 5.82%
Other operating results -9.018 -11,657 -25.095 -15.604 -22.64% 60.21%
Personnel expenses -273.186 | -275.767 -849.383 -558.318 -0.94% -1.60%
Other administrative expenses -93.026 -93.683 -196.216 -191.003 -0.70% 2.73%
Provision to amortize fixed assets -47.151 -41.501 -84.069 -82.068 13.61% 2.44%
TOTAL OPERATING EXPENSES - 422381 422,608 -854.763 -847.053 -0.05% 0.91%
% Operating expenses/ATM (**) 1.89% 1.88% 1.94% 2.04%
Efficiency ratio (%) 49.48% 52.36% 52.11% 55.42%
Average no. of employees 10412 11,358 11.154 11,967 . -8.33% -6.79%
Average personrie} cost 20.2 243 493 49.65 7.86% -0.70%
Y% personnel expenses / operating expenses 64.68% 05.25% 64.27% 65.91%
No. of branches (average) 1.700 1935 1.870 2.051 -12.14% -8.82%
Employees / Branch 6.12 587 5,96 5.83 4.26% 2.23%
ATM per branch 26.256 23248 23.503 20213 12.94% 16.28%
Ordinary margin per branch 435 365 765 659 19.18% 16.08%
OPERATING MARGIN 317,738 282.958 576.039 505014 12.29% 14.06%

Efficiency ratio = (Personnel expenses + Other administrative expenses)/Ordinary margin
(*) Unaudited data in June 2001
(**) Annualised percentage in June 2002 and 2001

IV.2.7. Corrections, provisions and other results

The results of the companies integrated by the equivalence method have risen to 63 million
euros euros in 2001, compared with the 72.5 million euros obtained in 2000.

In financial year 2001, all the results were obtained from the ordinary activity of these
companies, basically Inmobiliaria Urbis and Banesto Seguros, while in financial year
2000, they included 50.4 million euros from the sale of the Bellevue Residential Complex
by the subsidiary Agapsa.

In the first semester of 2002, the net results from equivalence setting came to 17.9 million
euros. That amount included the correction due to distribution of 14 million euros in
dividends, mainly performed by Inmobiliaria Urbis. After subtracting that effect, the
results generated by the companies consolidated by that method this year are practically
the same as those recorded the previous year. The main companies generating profit were
Inmobiliaria Urbis and Banesto Seguros, while the losses recorded by the companies
consolidated by that method were basically at Desarrollo Informatico, S.A.

Amortization of the goodwill in 2001 grew 65.51% in 2001, against the previous year, due
to the complete amortization in 2001, at 1,518 thousand euros, of all the existing goodwill

from the stake in two companies: Redes de Informacion Sanitaria, S.A. and SEIC, S.A..

The evolution of the goodwill in the last two financial years and in the first semesters of
2002 and 2001 (the latter unaudited) is set forth in the following table:
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Goodwill in Consolidation
(Thousands of euros

30-06-02 30-06-01 2001 2000

Amortiz. | Balance | Amortiz. { Balance | Amortiz. | Balance | Amortiz. | Balance
Banesto Bolsa, S.A. 34| s1| -229] 249 393 85| -460| 478
Banco de Vitoria, S.A. -267 1 3.096 -265| 3.591 -529 1 3.363| - -528 3,853
Corporacion Industrial y -86 | 1320 -86| 1.493| -174| 1.406| -144] 157
Financiera Banesto, S.A.
Inmobiliaria Urbis, S.A. - - -403 7,266 -403 - -331 7,669
Redes Informacion - - -890 - -890 - 223 890
Sanitaria, S.A.
SEIC, S.A. - - -625 - -625 - -17 625
Banesto Seguros, S.A. - - - - - - -318 -

-387 4.467 -2,498 12,599 -3,014 4,854 -1,821 15,094

The profit from operations by the group rose 2.6 million euros in 2001, compared with the
1.7 million euros recorded the present financial year. In the first semester of 2002, they
rose to 3.5 million euros. :

Financial year 2001 was the first complete financial year in which the statistical fund to
cover insolvencies established by the Bank of Spain as of July 2000 was provisioned.

The variation in the goodwill of Banco de Vitoria, S.A. is net of:
- its annual amortization

- the increase in balance due to purchase of 0.08% of the capital of that bank performed by
the Group during financial year 2001.

As to Inmobiliaria Urbis, the existing goodwill has been cancelled due to:
- the amortizations performed.

- application to cancellation of that goodwill of the negative difference in consolidation
which arose due to the new assets status of Urbis after its merger with Dragados
Inmobiliaria, S.A. That negative consolidation difference arose when the accounting cost
of the investment by Banesto in Urbis is compared with the part of the networth assigned
to Banesto when the total assets of Urbis are multiplied by that stake percentage.

Thus, the amortization and provisions for insolvencies underwent a major growth in 2001,
of 44.9%, and rose to 146.7% million euros, 100.7 million euros of which were from that
statistical fund. By 30th June 2002, the Banesto Group had accumulated a provision of
189.7 million euros in that fund, after having set aside a further 45.3 million euros in the
first semester of 2002 :

Amortization and provisions for insolvencias Variation Variation
{Thousands of euros) June 02/3uned! 01/00

06/02 06/01(*) | 2001 2000 Absolute % Absofute Yo
Net provisions {of insalvencies -82.1 -101.7 -2019 [ -1576 | 9o -19.27 | 43 28.11
Assets in suspension recovered and others 28.2 29.7 55.2 56.3 -4.5 -15.145 1 -1.1 -1.95
Total =569 -72.0 -146.7 -101.3 15.1 =21.02 -45.4 4492

(*) Unaudited data in June 200]
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During financial year 2001, provisions were also made to the country risk coverage fund
~ amounting to 11.3 million euros, 20.6% less than the previous financial year. The revenue
from recovery of bad debts amortized in previous financial years amounted to 55.2 million
euros, barely 2% less than the previous year. The ordinary net provisions added to the
provision for insolvencies rose to 62.6 million euros, 6.7% more than in financial year
2000. Considering that loan investment has grown at rates exceeding 14% over the same
period, the fruit of the cautious risk management carried out by Banesto Group may be
noted.

During the first semester of 2002, there has been a net recovery in provisions for country
risk of 5.4 million ewos. During the same period, the recovery of bad debts amortized in
previous financial years amounted to 25.2 million euros, and the ordinary net provisions
(excluding the sums assigned to the generic provision of 1% that amounted to 4.6 million
euros), to the insolvency fund amounted to 37.8 million euros. As to the first semester of
2001, the lower amount of net provisions for insolvencies of 15 million euros was
basically due to the recovery of country risk mentioned, comprared with 9.7 million in
provisions made in the previous period.

The correction of the financial fixed assets portfolio has risen to 0.8 million euros in 2001,
a practically similar figure to that recorded in 2000. In the first semester of 2002, the
amount of that line was 2.1 million euros, compared with a net recovery of 1.3 million
euros in the first semester of 2001. That correction took place basically due to the drop in
quotations of small minority stakes in companies held by the Group.

The extraordinary net results in 2001 have contributed 29.6 million euros to the results
accounts, compared with 52.5 million euros debit the previous financial year.

The main items under this heading are:

- Result from sale of real estate assigned, providing a profit of 0.7 million euros, against
11.9 million euros in losses recorded one year before.

- The net profit from previous financial years that have risen to 6.1 million euros, 38.4%
less than in 2000.

- Other extraordinary results, that include the profit recorded on disposal of other assets
and other revenue and losses of a non recurring nature, amounting to 23.6 million euros
profit, 17.9% less than the previous financial year.

- The extraordinary assignment to the pension fund came to 25.5 million euros, 8.9% less
than the previous yar. This item includes the annual provision for the Pension Fund
anising from application of the regulation published on the matter in 2000, whick amounted
to 22.6 million euros in 2000.

- Lastly, there have been some net recoveries of special funds amounting to 24.8 million
euros.

As to the first semester of 2002, the extraordinary net results have prov1ded a profit of 35.3
mllllon euros, and the main items are: oo
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- Extraordinary provision to the pension fund of 12 million euros, compared with 11.5
million in the first semester of 201.

- Result from sale of real estate, basically assigned in payment for loans, amounting to 1.7
million euros, compared with 2.7 million euros in the first semester of 2001.

- Net results from previous financial years, that have provided losses of 5.9 million euros,
compared with 0.2 million in profit in June 2001.

- Other extraordinary results that include profit from disposal of other assets and other
revenue and expenses of a non recurring nature, amounting to 9.1 million in losses,
compared with 7.1 million in profit in the first six months of the previous year.

- Recovery of special funds amounting to 60.6 million euros compared with 30.7 million
euros in June 2001, due to disappearance or materialization of losses and contingencies, as
well as coverage of real estate assigned and sold, as recorded in the preceding paragraphs.

% Variation % Variation
Thousands of euros 30-06-02 30-06-01¢*) | 200] 2000 June 02/June 01 0100
+/- Net results bv equivalence seting 17.891 27.618 63.012 72.609 -35.22% -13.22%
- Amortization of Goodwill -387 -2.498 -3.014 -1.821 -84.51% 63.51%
+/- Results from Group operations 3.532 754 2,049 1.747 368.44% 51.63%
+/- Amoniizations and provisions for insolvencies -56.868 -72.005 | -146.733 -101.254 -21.02% 44.92%
+/- Write-offs of financial fixed assets -2.110 1.337 =754 =613 n‘a 23.00%
+/ Extragrdinarv resulis 35309 29.986 29.590 -52.490 17.75% nia
TOTAL Resuhs. Provisions and Others -2.633 -14.308 -55.250 -31.822 -82.22% -32.48%
% Total AT.M. (**) 0.02% (0.07%:} (0.13%) {0.20%) |

(*) Unaudited data in June 2001
(**) Annualised percentage in June 2002 and 2001

IV.2.8. Results and revenue generated

Profit before taxes, net profit and profit attributable to the Group

The before tax profit is obtained after the above revenue and costs are added to the
operating margin. This came to 520.8 million euros in 2001, 23.1% more than the previous
year.

Company tax came to 89.9 million euros. Thus, the consolidated net profit in 2001 came to

430.9 million euros. From that amount, 421.7 million euros were for the Group, 11.1%
more than in 2000, and 91. million euros to minority shareholders.
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% Variation %
Variation -
Thousands of euros 30-006-02 | 30-06- 2001 2000 June  02/une | 01/00
01(*) 01
BEFORE TAX RESULTS 315,105 268,150 520,789 423,192 17.51% 23.06%
- Company Tax -73.997 -43,115 -89,934 -32,386 71.63% 173.47%
RESULT OF YEAR 241,108 225,035 430.855 390,306 7.14% 10.39%
+/a Result attributed to minority -4.561 -4,735 -9.134 -10.647 -3.67% -1421%
RESULT ATTRIBUTED TO THE 236,547 220,300 421,721 379,659 737% 11.08%
GROUP
(**) FUNDS GENERATED BY 369,066 370,022 708,176 644,501 -026% 988%
OPERATIONS
% Year result / ATM (ROA) (**#) 1.08% 1.00% 098% 0.94%
% Result attributed to Group / RPM 20.9% 21.13% | 20.82% 20.56%
(ROE)(**¥)
% Funds generated /ATM (***) 1.65% 165% 1.61% 146%
Group result per Share (Euros) 039 036 0.69 0.62 833% 11.29%
Net Accounting value per Share (Euros) 4.08 376 3.69 340 8.51% 8.53%
Average Qwn Funds 2,257,762 1 2,385,396 | 2.025,165] 1,846,205 -535% 9.69%

ATM = Total Average Assets; RPM = Total Average Funds

(*) Unaudited data in June 2001

(**) Calculated as yearly results + Amortizations + Portfolio write-offs + Provisions

(***) Annualised in June 2002 and 2001

As to the first semester of 2002, the before tax profit came to 315.1 million euros, 17.5%,

more than on 30th June 2001. Once company tax was deducted, the average rate of which
was greater than in the previous financil year due to gradual exhaustion of the tax credit
existing in the previous years, the consolidated net profit amounted to 241.1 million euros,
236.5 million of which were profit attributable to the Group and 4.6 million in profit
attributable to the minority sharcholders, with increases on the first semester of 2001 of
7.1% on the consolidated result and 7.4% on the profit attributable to the Group.

45

| A A~




IV.3. Management of the Financial Statements

1V.3.1. Summarized Financial Statement of the Consolidated Group

% Variation % Variation
ASSETS 30-06-02 30-00-01(*) | 2001 2000 June 02/June 01 { 01/00
Cash and deposits at central banks 288,775 278,036 | * 393,626 335,212 3.86% 17.43%
Government debt 3.592.703 4,296,098 | 3.876,553 | 6,121.0006 -16.37% -36.67%
Lending Institutions 7313981 1 9018495 1 6,758,316 | 9.036,795 -18.90% -25.21%
Customer loans 24,955,426 | 22,406,707 | 23,597,348 | 20,621,297 11.37% 14.43%
Securities portfolio : 5.819.717 4.139.303 | 5,451,117 | 4.044.894 40.60% © 34.77%
Intangible assets 65,009 28,573 61,451 28,668 127.52% 114.35%
Goodwill in consolidation 4.467 12,599 4,854 15,094 -64.54% -67.84%
Tangible assets 799,924 857,307 844,736 898.775 -0.69% _-6.01%
Shareholder’s funds 40 | [} Q 0 )
Other assets 3,641,164 2,676,475 [ 2,779,797 | 2439.755 36.04% 13.94%
Accrual accounts 088.212 867,859 921.280 838.877 13.87% 9.82%
Losses on consolidated companies 199,040 305,459 232,368 216472 -34.84% 7.34%
Total Assets 47668458 { 44,886,911 | 44,92]1446 | 44.596.845 6.20% 0.73%

% Variation % Variation

LIABILITIES 30-06-02 30-06-01(*) { 2001 2000 June 02/June 01 | 01/00
Lending institutions : 9.548.963 | 10.030.095 | 10.768.227 | 13.045.427 -4.80% -17.46%
Customer funds 25.851.681 | 25.652.712 | 24.538.468 { 23.447.448 0.78% 4.65%
Funds represented by securities 2.681.035 1.162.312 | 1.235.401 653.298 130.72% 89.10%
Other liabilities 2.469.919 1.339.025 | 1.682.121 1.162.201 84.46% 44.74%
Accrual accounts 982.607 772.097 669.583 738.075 27.26% -9.28%
Provisions for risks and charges 2.698.135 2.497.825 [ 2.741.974 | 2.480.509 8.02% 10.54%
Negative differences on consobdation 19.973 5.030 5.030 5.030 297.08% - 0.00%
Subordinate financing 634.655 719.666 698.234 669.375 -11.81% 4.31%
Minority interests 83.099 92.308 83.165 82.923 -9.98%
Capital and reserves 2.303.685 2.258.867 [ 1.931.169 | 1.803.225 1.98% 7.10%
Reserves in consolidated companies 152.998 131.939 137.219 119.028 15.96% 15.28%
Consolidated profit from year 241.108 225.035 430.855 390.306 7.14% 10.39%
Total losses 47.668.458 44.886.911 | 44.921.446 | 44.596.845 6.20% 0.73%

(*) Unaudited data in June 2001

At the end of financial year 2001, the Banesto Group had total assets of 44,921 million
euros. The Group also managed investment, pension and insurance funds, assets not

recorded on the balance sheet, and on 31st December 2001, these amounted to 10,290
million euros.

Thus, the total assets managed on those dates came to 55,211 million euros, 3% more than
at the end of 2000.

The most relevant vanations in the items of the balance sheet for that financial year are:

- Credit on customers, that included ordinary investment as well as the net doubtful assets,
amounting to 23,597 million euros, with a 14.45 growth.

- The portfolio of State Debt dropped 36.7%, basically due to te part of the portfolio
purchased in previous years maturing.

- Within the securities portfolio, the fixed yield portfolio grew 39.5% due to full
subscription of the bonds issued for the mortgage titlization funds constituted by the
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Group, and purchase of foreign public securities. the variable yield grew 10.3% mainly
due, to the increase in the valuation of the companies integrated by the equivalence setting
method, due to the results generated by these during the financial year.

- The tangible assets dropped 6% due to continuation of the divestment process in the fixed
assets from assignments.

- The other assets, the main components of which are the insurance contracts linked to
pensions and similar, advance taxes and the transitory items for futures operations pending
clearing, recorded a 13.9% increase, basically due to the items mentioned.

- As to the balance sheet liabilities, customer debits amount to 24,538 million euros, with a
growth of 4.7% on the previous year. The total funds managed by the Group, that is to say,
including investment funds, pensions and insurance, as well as bonds and debentures
issued and subordinate liabilities, came to 36,763 million euros, 9% more than the last
financial year.

- The drops in ]ending institutions, in assets as well as liabilities, are due to less
intermediation activity with those institutions during the financial year.

- The increase in provisions for risks and charges is basically due to constitution of the
pension fund for the staff who went into early retirement during the financial year.

- The other liabiliti.es grew 44.7% due to punctual increases in the collection accounts and
accounting for a profit blockage fund on the price collected from sale to-Banco Santander
Central Hispano of the business mn 225 branches.

- The capital has dropped 73.5 million euros due to the reduction in capltal w1th return to
the shareholders, of 0.12 euros per share; that took place in July 2001. :

- Lastly, the reserves recorded include the application of profit to the preceding financial
year, and a decrease of 175.8 million euros assigned to constitute the aforementioned early
retirement fund during 2001.

On 30th June 2002, the total assets had grown as to 31st December 2001, reaching 47,668
million euros. Moreover, the investment, pensions and insurance funds managed by the
Group that are not recorded on the balance sheet, amounted to 10,256 million euros on
30th June 2002 (10,290 million euros on 31st December 2001(, so the total assets managed
by the group at the end of the first semester of 2002 came to 57,924 million euros, 3.8%
more than at the end of 2001.

The most relevant variations in the items of the balance sheet during the first semester of
2002 compared with the end of financial year 2001 were:

- Credit from customers grew 1,358 million euros, up to 24,955 million.

- The stock portfoliogrew 368 million euros, basically in the variable yield trading
portfolio.

- The government debt portfolio dropped 284 million euros, caused to a great extent by the
amortization of part of the portfolio at maturity.
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- The other assets have increased by 861 million euros, basically in premiums paid on
options and on transitory items on treasury operations pending liquidation.

- Customer debit has grown 5.4% since December (1,313 million) and has reached 25,852
million euros.

- The debit represented by negotiable stock has increased by 1,446 million euros, 1,000
million of which were for an issue of mortgage bonds in March 2002.

- This net funds heading has allowed the deposits taken from lending institutions to be
lowered by 1,220 million euros, while the deposits lent to such institutions increased by
556 million euros.

- The other liabilities increased by 788 million euros, a growth that took place in collection
accounts and in the items pendion liquidation for treasury operations.

- The consolidation losses went from 5 million to 20 million euros and were from the

stakes 1n Ingenieria de Software Bancario, S.L. (14,943 thousand euros) and in SCH
Gestion S.G.11.C,, S.A. (5,030 thousand euros).

- Finally, the vanations in the capital and reserves lines show the application of profit to
financial year 2001 as a variation.

Lastly, there is a detail of the provisions and coverages for risks that, according to the
models established by the Bank of Spain, were assigned to the relevant assets and/or
accounts. The detail is provided below, showing the composition of these provisions,
coverages and guarantees in aggregate form, regardless of their classification in the
different accounts on the balance sheet.

Thousands of Euros ' T730-06-02 ] 30-06-01(%) | 2000 2000

Funds for insolvencies and country risk 630,693 537,631 588,201 516,972
Currency fluctuation funds 93,090 98,533 85,946 103,254
Pension coverage 2,292,727 2,090,155 | 2,316,694 | 2,104,596
Coverage fund for tangible assets 469,317 903,839 893,634 916,161
Other provisions for risks and charges 405,408 407,670 425,280 375,913
Specific fund for coverage of other assets 168,959 151,365 160,937 159,551
Fund to block profit 274,040 120,975 309,613 132,005
TOTAL 4,334,234 4,310,168 | 4,780,305 | 4,308,452

(*) Unaudited data in June 2001
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IV.3.2. Cash and banks and Lending Institutions

The main items are as follows:

% Variation %
Variation
Thousands of euros 30-06- 30-06- 2001 2000 June  02/June | 01/00
02 01(*) 01

Cash 180.511 118,730 | 148,988 | 143,532 52.03% 3.80%
Bank of Spain 107,928 159,091 | 244.231 } 191.484 -32.16% 27.55%
Other Central Banks 336 215 407 196 56.28% 107.65%
Total cash and banks and deposits at Central 288,775 278,036 | 393,626 | 335.212 3.86% 17.43%
bank
% of Total Assets 0.61% 0.62% | 0.88% | 0.75%
Net Position Lending Institutions % Variation % Variation

30-006-02 30-06-01(*) | 2001 2000 June 02/June 01 | 01/00
1. Net position in national currency -2.402,495 -786.878 [ -3,612,729 | -3.481,096 205.32% 3.78%
+ Lending institutions credit position | 6,295.461 6,967,657 | 5,591,027 7.014,480 -9.65% -20.29%
(-) Lending institutions debit position | -8.697.956 -7,754,535 | -9.203,756 | -10,495,576 12.17% -12.31%
2. Net position in other currencies 167,513 -224,722 -397,182 -527.544 n/a -24.71%
+ Lending institutions credit position | 1,018,520 2,050,838 | 1,167,289 2,022,315 -50.34% -42.28%
(-) Lending institutions debit position -851.007 -2,275560 | -1,564,47] -2,549.859 -62.60% -38.64%
Net position with Lending Institutions | -2,234,982 -1,011.600 | -4,009.911 -4.008,640 120.94% 0.03%

(*) Unaudited data in June 2001

As may be seen from the above figures, the net position with lending institutions was
located at a borrowing position of 4,010 mllion euros at the end of 2001, at similar levels
to those recorded at the end of 2000, which is a sign of the balance recorded in the
evolution of other lines on the balance sheet.

On 30th June 2002, the borrowing position had dropped to 2,235 million euros from the
4,010 million on 31st December 2001, basically due to attraction of funds, whether
customer funds or through securities issues of negotiable stock (mortgage bonds),
exceeding the increase recorded in loan investment, placing the Group at low levels of
resorting to the interbank market.

IV.3.3. Lending Investment

The loan portfolio of Banesto Group reached a volume of 23,597 million euros on 31-12-
01, with an increase of 14.4% compared with the same date the previous year.

The lending activity has mainly concentrated on commercial banking, especially through
consumer credit and mortgage loans, and this has taken place in a scenario of increasing
competition, opting for selective, profitable growth.

Thus, the loan investment, minus the net doubtful assets provisioned, amounts to 23,931
million euros, with a growth of 14.4% on the previous financial year, an increase that,
considering the effect of the loans titlized by the Group, comes to 14.7%.

The private sector lending figure is 20,694 million euros, with a 13.4% increase. Broken

down by products, the commercial portfolio has increased 8.1% and mortgage loans
25.5%, in spite of withdrawn operations amounting to 545 million euros due to
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contribution to mortgage titlization funds. The rest of the credit and loans grew 7%. All the

lines have thus evolved satisfactorily.

Credit for the non resident sector, excluding doubtful figures in this segment, increased

31%.

All the above is summarized by the following table:

Customer L.oans

% Variation

% Variation

(Thousands of euros) 300602 30-06-01 (*) | 200) 2000 June 02/lune 01 | 01/00

Loans to Public Administrations 860,274 797.273 797.887 803,257 7.90% -0.67%
Loans 1o the private sector 21,373,029 | 19.350,053 | 20,694,379 | 18,254,760 10.45% 13.36%
- Commercial portfolio 3,037,769 2,895,556 | 3.278,204 | 3.,031.314 4.91% 8.15%
- Securitv interest loans 8.549.981 6.822.569 | 7.660.230 | 6.103.502 25.32% 25.51%
- Other credit and loans 9.785279 9.631,928 | 9,755,885 | 9,119,944 1.59% 6.97%
Loans to non resident sector 3,078.835 2.567.987 2,438,759 1,862,040 19.89% 30.97%
Ordinary investment 25312138 | 22,715,313 | 23,931,025 | 20,920,057 11.43% 14.39%
Doubtful assets 261,599 214,778 240,863 217911 21.80% 10.53%
Gross oan investment 25,573,737 | 22930091 | 24,171,888 { 21,137,968 11.53% 14.35%
Provision Fund for Insolvencies -618.311 -523,384 -574,540 -516,671 18.14% 11.20%
Net loan investment 24,955,426 | 22.406,707 | 23,597,348 | 20,621,297 11.37% 14.43%
Tithized loans 1.878.803 1143389 | 1,512,066 1,266,333 64.32% 19.41%
Net total investment (1) 26,834,231 23,550,096 | 25109414 | 21,887.630 13.95% 14.72%
Ordinary Total Investment (2) 27.190.943 | 23.858.702 | 25.443.091 | 22.186.390 13.97% 14.68%

(*) Unaudited data in June 2001

(1) Net loan investment plus titlized loans

(2) Ordinary investment plus titlized loans.

By customer segments, loans to individuals on 31st December 2001 amounted to 38.8%,
that to small and medium sized companies 46%, with 12.3% to large corporations and

3.4% to institutions.

By tranches of amount, 73.5% is lower than 6,000 million euros, 23% equal to or lower
than 60 thousand euros, 19.9% between 60 and 150 thousand, 12.5% between 150 and 600

thousand and 18.1% between 600 and 6,000 thousand euros.
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The above distribution, on 30th June 2002, is shown by the following charts:

Loans to Customers

Cliertes {%} Enportes (%)
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Clients (%) Amounts (%)

Institutions: 3.20% Up to 60,000: € 23.50%
Individuals: 44.21% 80,000-150,000: € 22.91%
Companies: 41.06% 150001-600,000 €: 13.10%

Large Corporations: 11.54% 600,001-6,000 thousand: € 17.58%

More than 6,000 thousand € 22.91%

Sectors (%)

Primary: Agriculture, stock farming and fishery: 5.27%
Secondary: Industry, Energy: 49.80%

Tertiary: Services 44.53%

During the first semester of 2002, the upward trend has continued in all the lines of loan
investment, as may be seen in the table above, with the exception of the commercial
portfolio that, affected by the seasonal nature of both dates, dropped slightly in relation to
December 2001. On 30th June 2001, the commercial portfolio had varied by a 4.9%
increase.

Moreover, that growth in loan investment took place in a semester in which operations
with small and medium sized companies amounting to 498 million euros were withdrawn,
as they were contributed to the FTPYME Banesto 1 Titlization Fund. When that effect is
adjusted, the total ordinary investment on 30th June 2002 amounted to 27,190.9 million
euros, with an interannnual increase of 14%.
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The following is the breakdown of the loan investment, according to residual maturity

date:
(Thousands of euros) 30-06-02 30-06-01 (*) | 2001 2000
By maturity date: :
Up to 3 months- 6,011,155 6,275,685 6,739,692 | 7,508,653
From 3 months to 1 year | 5,580,958 4,941,220 5,383,943 | 3,494,661
From 1 year to 5 years 4,753,932 4,127,749 | 3,840,296 | 3,645,941
More than 5 years 9,227,692 7,370,659 | 8,207,957 | 6,488,713
Total loan investment 25,573,737 { 22,715,313 | 24,171,888 | 21,137,968
{(*) Unaudited data in June 2001
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There table below is a breakdown of Loan Investment by Guarantees, Currency and
Sector, and by Geographic areas, to complete the preceding information:

Loan investment by Guarantees % Variation % Variation
Thousands of euros 30-006-02 30-06-01(*) { 2001 2000 June 02/June 01 | 01/00
Loans guaranteed by the public sector 860,274 797,273 797,887 803,257 7.90% -0.67%
Loans with security interests 8,549,981 6,822,569 | 7.660,230 | 6,103,502 25.32% 25.51%
Morigage guarantee 7,584,161 6,175,920 | 6,719.490 | 5.284916 22.80% 27.14%
Other security interests 965,820 646,649 940,740 818,586 49.36% 14.92%
Total loans guaranteed 9.410.255 7.619.842 | 8.458.117 | 6.906.759 23.50% 22.46%
Loans without specific guarantee 16.163,482 15,095471 | 15,713,771 | 14.231.209 7.08% 10.42%
GROSS LOAN INVESTMENT 25,573,737 | 22,715313 | 24,171.888 | 21,137,968 12.58% 14.35%
Net loan investment by Currency and % Variation %
Sector . Variation
Thousands of euros 30-06-02 30-06- 200t 2000 June  02/3une | O1/00 -
01(*%) 0l
By currency:
- National currency 23.181.771 | 20,444.278 | 21.510,263 | 18.757.248 13.39% 14.68%
- Other currencies 1,773,655 1,962,429 | 2,087.085 1,864,049 -9.62% 11.97%
TOTAL 24,955,426 | 22,406,707 | 23,597,348 | 20,621.297 11.37% 14.43%
By sectors:
- Public Administrations 860,274 797.273 797,887 803,257 7.90% -0.67%
- Other resident sectors 21,634.628 | 19,564,831 | 20,935,242 | 18,472.671 10.58% 13.33%
- Non residents 3,078,835 2,567,987 | 2,438,759 1,862,040 19.89% 30.97%
Minus:
Insolvency funds -618.311 -523,384 -574.540 -516,671 18.14% 11.20%
TOTAL 24,955.426 [ 22.406,707 | 23.597.348 | 20.621.297 11.37% 14.43%
(*} Unaudited data in June 2001
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IRVERSION CREDITICIA POR GARANTIAS AL 30-06-02
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LOAN INVESTMENT BY SECTORS ON 30-06-02

Public Administrations: 3.4%
Other resident sectors: 84.6%
Non residents: 12.0%

Loan investment (Non resident) Geographic Areas

% Variation

Thousands of euros 30-06-02 1 2001 (% 2000 01/00

Rest of U.E. 1626859 | 849200 448 082 89.52%
USA. 51.307 42,621 25,080 69.94%
Rest of OECD 34.867 55,742 28,458 95.87%
Latin America 1092276 ] 1,178,633 | 1,122,877 4.97%
Rest of World 273,526 312,563 237,543 31.58%
TOTAL NON RESIDENT LOAN INVESTMENT (GROSS) | 3.078.835 | 2.438.759 | 1.862.040 30.97%

(*) Unaudited data in June 2001

The table below shows the movement in the balance of the "Funds for Insolvencies"
heading, that covers default risks and country risks, as well as constituting the generic
provision of 1% of risks (0.5% if mortgage) and the provision for statistical cover of
insolvencies, during the first semester of 2002 and in financial years 2001 and 2000:

Evolution of Provision for Insolvencies (1)
Thousands of euros 30-06-02 | 30-06-01(*) { 2001 2000
Balance at beginning of period 574,540 516,671 | 516,671 [ 465,399
Net provision
- Provision during financial year 574,540 516,671 | 516,671 465,399
- Available funds 109,129 112,524 | 224,077 | 182,881
Bad debts written off and other movements -27,076 -10,807 -22,902 -26,241
-38,282 -95,004 | -143,306 | -105,368
Balance at the end of the period
618,311 523,384 | 574,540 | 516,671

(*) Unaudited data in June 2001

(1) Does not include provisions to cover possible firm risk msolvencies amounting to 59,002, 54,975, 57,555 and 5,035 million
euros on 30% June 2002, 30" June 2001 and financial years 2001 and 2000, respectively, which are accounted for in the liabilities on

the consolidated balance sheets, under the heading “Provisions for Risks and Charges — Other provisions”.
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The accounting criteria to establish the different provisions for risks aforementioned are as
follows:

1. Provisions for national and overseas risks, except for country risk:

a. Specific provisions: individually, according to the expectation of recovering the risks
and, at least, by application of the coefficients established in Circular 4/1991 by the Bank
of Spain. The balance of these funds is increased by the provisions recorded. against the
results of each financial year, minus the cancellations of balances considered uncollectable,
or which have remained in default for more than three years (more than six years for
mortgage operations) and, when appropriate, the recoveries arising of previously
provisioned amounts.

b. Generic provision: moreover, pursuant to Bank of Spain regulations, there is a provision
evolution to 1% of the credit investments, fixed yield in the private sector, firm risks,
contingent liabilities and doubtful assets without obligatory coverage (that percentage
being 0.5% for mortgage loans and financial leases of completed homes financed in less
80% than the appraisal value, and ordinary mortgage titlization bonds), in generic terms,
aimed at covering the non specifically identified risks which, however, may arise in the
future.

2. Provisions for country risk: according to the estimated classification of the degree of
financial difficulty in each country. :

3. Fund for statistical coverage of insolvencies: in addition to Circular 9/1999, of 17th
September, the Bank of Spain has made it necessary, as of 1st July 2000, to constitute a
fund for statistical coverage of insolvencies, based on the historical experience of the
Spanish lending system. That fund must be provisioned periodically, against the profit and
loss accounts, by the positive difference there is between the lending risk multiplied by
certain coefficients and the specific net provisions for insolvencies assigned to that fund,
till reaching triple the sum obtained by pondering the lending risk by its coefficient.”

If that difference is negative, the amount shall be paid into the profit and loss account.

Firm Risks

The following table shows the evolution in the first semesters of 2002 and 2001 (the latter ‘

unaudited) of the last two years of firm risks according to the type of operation guaranteed.
The total bank guarantees and other security interests came to 5,771 million euros on 30th
June 2002. The total amount of documentary loans amounted to 269 million euros on 30th
June 2002.

Firm risks according to the operation guaranieed % Variation Y% Variation
Thousands of euros 30-06-02 30-06-01(*) | 2001 2000 June 02/June0l 01/00

Bank Guarantees and other caution 5.501.881 5,034,270 | 5,464,639 | 4,741,073 9.29% 15.26%
Documentary credits (1) 268.869 235.489 230310 224.289 14.17% 21.68%
Balance at the vear end 5.770.750 5,269,759 5,694,949 | 4.965.362 9.51% 14 .69%

{1) Amount included under “Other contingent liabilities” of the Order Accounts
(*) Unaudited data in June 2001
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IV.3.4. Government Debt and Securities Portfolio

The securities portfolio, which includes Government Debt, fixed yield, shares and stakes,
amounted to 9,328 million euros on 31st December 2001, 8.3% less than the previous year.

The stakes in companies in the group consolidated by the equivalence setting method are
valued at their cost price, corrected by the variations in assets recorded by those since their
acquisition. The rest of the portfolio is valued at cost price, except when the market value
is lower, in which case they are provided the security relevant fluctuation funds, so the
known losses are fully covered by provisions. On the contrary, latent capital gains in such
portfolios are not recognised, except if classified as a trading portfolio.

The government debt portfolio has undergone a 36.7% drop, basically due to amortization
of part of the investment portfolio acquired in past financial years at maturity.

There has been a 39.5% increase on the previous year in bonds and other fixed yield
.securities, fundamentally due to subscription by the Bank of the bonds issued by the
Mortgage Titlization Fund constituted with mortgage loans contributed by Banesto and by
acquisition of foreign public securities.

The line for shares and stakes records a 10.3% growth, basically due-to the increase in
valuation of stakes in companies integrated by the equivalence setting method, arising
from the profit generated and not distributed by these during financial year 2001.

Securities Portfolio % Variation

Thousands of eurgs 30-06-02 30-06-01(*) { 2001 2000 June 02/June@l | 01/00
Government debt 3.592.703 4.296.098 | 3.876.553 6.121,006 -16.37% | -36.67%
Bank of Spain Deposit Centificates -

Treasury Bonds 113.669 522.869 330.667 1.374.619 -78.26% | -75.94%
- From trading

- From ordinary investment 113.669 522.869 330.667 1.374.619 ) -78.26% | -75.94%
Other annotated debt ] 3.487.257 3.776.025 | 3.548.617 4.749.177 -7.65% | -25.28%
- From trading 174.340 106.941 66.962 224.687 63.02% [ -70.20%
- From ordinary investment 366.816 552.510 370.161 497318 -33.61% | -25.57%
- From invesiment at maturity 2.946.101 3.016.574 | 3.111.494 4.027.172 -5.47% | -22.74%
Other securities g 0 0 0

- From ordinary investment

- From investment at maturity

Securities fluctuation fund -8.223 -2.796 -2.731 -2.790 194.10% 2.11%
Bonds and other fixed yield securities 4.556.682 3.492.086 | 4.721.471 3.383.504 30.49% | 39.54%
- Public issue 29.078 10.043 18.323 12.624 189.53% 45.14%
- Lending institutions 62.865 103.310 68.831 75.557 -39.15% -8.90%
- Other resident sectors 1.660.420 1.432.878 1.722.220 1.635.466 |- 15.88% 5.30%
- Other non resident sectors 2.816.781 1.960.190 | 2.925540 1.659.941 43.70% | 16.24%
Fluctuation fund for securities and insolvencies -12.462 -14.335 -13.443 -84 -13.07% n/s
Shares and stakes - 1.263.0335 647.217 729.646 661.390 95.15% 10.32%
Shares 808.678 254.224 293.596 283.269 218.10% 3.65%
Other stakes 58.310 58.324 57.231 57.816 -0.02% -1.01%
Stakes in group companies 480.833 430.318 461.951 420.685 11.74% 9.81%
Securities fluctuation funds -84.786 -95.649 -83.132 -100.380 -11.36% | -17.18%

TOTAL 9.412.420 8.435.401 9.327.670 | 10.165.900 11.58% -8.25%

(*) Unaudited data in June 2001 |
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The following of the above amounts are for listed stock:

% Variation
Thousands of euros 30-06-02 [ 30-06-01¢*) | 2001 2000 June 02/June01 | 01/00
Bonds and other fixed vield securities | 4,530,957 3394307 | 4,662372 | 2,024 688 33.49% | 130.28%
Shares and stakes 1,077 484 232,748 248 222 227,994 362.94% 8.87%
5608 441 3627,055 | 4910,594 | 2,252,682 54.63% | 117.99%

(*) Unaudited data in June 2001

During the first semester of 2002, the total figure of the stock portfolio maintained similar
levels on 31st December 201, although there was a certain variation in their composition.

The Government Debt portfolio dropped 284 million euros, basically due to sales of the
ordinary investment portfolio and to amortization of the portfolio at maturity.

There was a 165 million euros drop in bonds and other fixed yield securities, a drop that
occurred in practically all the sectors.

Lastly, there was a 534 increase in shares and stakes, which basically are due to an
increase in the trading portfolio of variable yield (shares), and to the increase in the
valuation of stakes integrated by equivalence setting, due to the profit generated by these in
the first semester of the year. The titles in the variable yield trading portfolio are mostly
listed stock on the IBEX-35 at the Stock Exchange of Madrid.

1V.3.5. Customer funds

Banesto has based its strategy on a balanced growth of traditional deposits, - offering new

savings products - as well as investment funds, according to customer expectations and

demand. » o .
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Thus, the total volume of customer funds managed, including investment funds and
pension funds on 31st December 2001, amounted to 36,763 million euros, with a 9%
growth on the previous year. Third party funds, the sum of the bank deposits plus
temporary cession of assets, other special accounts, bonds issued and subordinate
liabilities, come to 26,472 million euros, which 1s a 6.9% increase on financial year 2000.

Customer Funds % Variation
Thousands of euros 30-06-02 30-06-01(*) | 2001 2000 June 02/Junel1 | 01/00
Public Administrations 1.530.644 2297835 1,049.986 710,872 -33.13% | 47.70%
Private Sector 20,726,737 | 20,677,784 | 20,263.267 | 19,529,959 0.24% 3.75%
- Current accounts 4.830,802 4377026 | 4542769 | 4599497 10.36% [ -1.23%
- Savings accounts 4709951 4261219 [ 4599277 { 4060337 10.53% | 13.27%
- Term deposits 4953513 7565778 | 4410680 | 6,129,042 -34.53% | -28.04%
- Temporary cession of assets 6231.162 4473 656 6,704 013 4,740 871 39.29% | 41.41%
- Other accounts 1,309 5 6528 212 n/a n/a
Non resident sector 3,588,300 2,677,093 | 3225215 3206617 34.04% 0.58%
1. Total due to customers 25,851,681 25,652,712 | 24,538468 | 23,447 448 0.78% 4.65%
Bonds and debentures issued 2,681,635 1,162,312 1235401 653,298 130.72% | 89.10%
Subordinate financing 634,655 719,660 698,234 669375 -11.31% 4.31%
2. External funds 29,167,971 | 27,534,690 | 26,472,103 | 24,770,121 5.93% 6.87%
- National currency 20,861,304 [ 25,011,453 | 24,215381 | 22.410,797 7.40% 8.05%
- Other currency 2306.661 2523237 | 2256722 | 2359324 -8.58% [ -4.35%
Investment funds 8.,560.465 7967119 | 8644755 | 7,538,389 7.45% | 14.68%
Pension funds 1,012,817 1,039336 { 1,076,028 1,051,495 -2.55% 2.33%
Insurance-savings funds 682 450 489,500 569,710 379,110 39.42% | 50.28%
Funds managed off balance sheet | 10,255,732 9495955 [ 10,290,493 | 8,968.994 8.00% | 14.73%
3. Total assets managed .

39,423,703 | 37,030,645 | 36,762,596 | 33.739,115 6.46% 8.96%
(*) Unaudited data in June 2001
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The following is a graph with the percentage distribution of the funds managed on 30™
June 2002:
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Subordinate Liabilities: 1.6%
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Funds off the Balance Sheet: 26.0%
Non Residents: 9.1%

Bonds and Debentures: 6.8%
Public Administrations: 3.9%

Private sector resources, which increased 3.8% on 2000, came to 20,263 million euros on
31st December 2001 with growth in deposits at sight (current and savings accounts) as
well as in temporary cession of assets and a decrease in term deposits.

The investment funds, of pensions and insurance-saving, increased 14.7% in 2001
compared with the previous financial year, with managed assets of 10,290 million euros on
31st December 2001.

The distribution of the funds managed by segments of resident customers shows that
78.2% of the funds came from the segment of individuals, 14.8% from small and medium
sized companies, 3.3% from institutions, and 3.7% from large corporations.

By tranches of amounts, in that of up to 6 thousand euros , there are 6.6% of the total;
between 6 and 30 thousand, there are 20.5%; 15% in that of 30 to sixty thousand; 19.2% in
that of 60 to 150 thousand; 10.3% from 150 to 300 thousand and, in that over 300
thousand, 28.4%.

During the first semester of 2002, the upward trend in balances of customer funds on the
balance sheet has continued, going from 26,472 million euros on 31st December 2001 to
29,168 million euros on 30th June 2002.

On the contrary, the funds managed off the balance sheet (investment funds, pensions and
insurance-savings) have suffered the effect of the bad behaviour on the stock markets and
have dropped 35 million against the ned of 2001. However, the total customer funds
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managed shows a satisfactory trend, by growing somewhat more than 2,600 million euros
in the first semester of 2002, to reach 39,424 million euros.

That first semester of 2002, compared with 31st December 2001, saw an especially
significant growth in the private sector of 463 million euros, with rises in all the modes,
except in temporary cessions, which dropped 473 million euros, while term deposits have
risen 543 million euros, thus achieving greater stability and profitability on the balance
sheet.

Negotiable bonds and securities have grown in the same period by 1,446 million euros,

with an especially significant increase by issue of 1,000 million euros in mortgage bonds in
March 2002.

Lastly, in the first semester of 2002, subordinate financing underwent a drop of 63 million
euros, due to the variation of the US dollar exchange rate, in which currency most of that
financing is issued.

The breakdown by the term of balance formalisation recorded fromu the headings "Term
Savings Deposits" and "Other Term Debits" was as follows:

Thousands of euros

Savings deposits and Term deposits | 30-06-02 | 30-06-01(*) | 2001 2000

Savings Deposits — Term

- Up to 3 months 4,014,237 6,680,149 | 5,013,587 | 5,272,823
- From 3 months to 1 year - 1,553,546 1,436,668 37,969 | 1,651,581
- Between | year and 5 years 1,313,677 1,318,070 | 1,214,712 936,060
- More than 5 years - 35,712 32,126 53,425
Total savings deposits 6,881,460 9,470,599 | 6,298,394 | 7,913,889
Other debits~ Term ‘
- Up to 3 months 5,775,307 5,932,122 | 6,462,511 | 5,027,262
- From 3 months to 1 year | 2,531,087 795,530 | 1.688.450 902,354
- Between 1 year and S years 396,005 88,538 104,429 61,616
- More than 5 years -- 42,256 47,056 36,716
Total other debits 8.702,399 6.858.446 | 8.302.446 | 6,027,948

(*) Unaudited data in June 2001
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Debit represented by negotiable stock

The breakdown of this item is as follows:

Debit represented by

Negotiable Securities % Variation
Thousands of euros 30-06-02 | 30-06-01(*) | 2001 2000 June 02/June0l | 01/00
Mortgage Bonds 1.000.,000

Bonds and securities in circulation 1,681,635 1,162312 | 1235401 | 653298 44.68% | 8§9.10%
- Convertible

- Non convertible 1.681,635 1,062312 | 1235401 | 653,298 44.68% | 89.10%
Promissory notes and other securities

TOTAL DEBT REPRESENTED BY | 2,681,635 1,162312 [ 1235401 | 653298 130.72% | 89.10%
NEGOTIABLE SECURITIES

- In national currency 2628 641 926,129 | 1179376 | 426,127 183.83% | 176.77%
- In other currencies 52.994 236,183 56.025 | 227.171 -77.56% | -75.34%

(*) Unaudited data in June 2001

On 31st December 2001, the debit represented by negotiable stock lay in bonds and
debentures issued by Banesto Issuances, Ltd., with an average rate of interest of 3.5% and
maturity between 2002 and 2007.

On 30th June 2002, that line was comprised of Mortgage Bonds issued by Banco Espariol
de Crédito, S.A. amounting to 1,000 million euros, with maturity at 15 years and an
interest rate of 5.75% and bonds and debentures issued by Banesto. Issuances, Ltd. at an
average interest rate of 3.68% and maturity between 2002 and 2008. .

Subordinate liabilities

These are issues of bonds that are subordinate and which, for the purposes of creditor

priority, lie behind all the common creditors; none of them is convirtible to shares in the -

Bank and they are guaranteed by Banco Espanol de Credito, S.A., where the funds
obtained from these are deposited. The amount charged to results as the cost of subordinate
financing in financial year 2001 amounted to 45,952 thousand euros, and in the first
semester of 2002 to 19,401 thousand euros (50,407 million euros in financial year 2000
and 24,412 million euros in the first semester of 2001).
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The variations in the balance are due exclusively to the fluctuation in the exchange rate of
the US dollar, the currency in which the majority of these issues are denominated.

Subordinate liabilities % Variation
Thousands of euros 30-06-02 | 30-06-01(*)} 2001 2000 June 02/Junedl { 01/00
Issued by the parent company - - . - - - -
Issued by companies in the Group 634,655 719.666 | 698.234 [ 669.375 -11.81% | 4.31%
TOTAL SUBORDINATE LIABILITIES | 634,655 719,666 | 698.234] 669,375 -11.81% | 4.31%
- In national currency 152,449 152,449 | 152.449| 152,449 0.00% | 0.00%
- In other currencies 482,206 567.217 | 545,785 | 516,920 -14.99% | 5.58%

(*) Unaudited data in June 2001

Investment funds % Variation
(Millions of euros) | 30-06-02 | 2001 2000 01/00
Money 3,064.92,908.42,221.0 30.95% |
Fixed yield 2,362.0 ] 2,212.7] 1,246.6 77.50%
Variable yield 817.7] 929.8|1,336.3 -30.42%
Mixed 332.1| 406.0| 5313 -23.58%
International 27341 193.9] 1943 -0.21%
_Guaranteed 1,499.8 | 1,818.9] 1,850.3 -1.70%
SIMCAVs 210.6| 175.1 158.6 - 10.40%
8,560.5 | 8,644.8 | 7,538.4 14.68%

On 31st December 2001, the balance of the Investment funds nanaged by the Group
amounted to 8,644.8 million euros, 14.68% more than the previous year, and on 30th June
2002, to 8,560.4 million, a drop due to the effect on the fund assets of the bad behaviour of
the stock markets. The pension funds managed on 31st December 2001 amounted to 1,076
million euros, with a 2.3% growth on 2000. On 30th June 2002, they had dropped slightly
to 1,012.8 million euros. The detail by modes shows the important welght among those
commercialised by the Group, of the md1v1dua1 funds.

Pension funds % Variation
(Millions of euros) | 30-06-02 | 2001 2000 01/00
Individual 1,009.4 | 1,071.8 | 1,047.5 2.32%
Associates 0.5 1.2 1.1 9.09%
Employment 2.9 3.0 2.9 3.45%
1,012.8 1,076.0 | 1,051.5 2.33%
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IV.3.6. Own funds

Thousands of euros

Networth 30-06-02 [ 30-06-01(*) | 2001 2000
Capital subscribed 1,335,598 1,409,117 | 1,335,598 | 1,409,117
Reserves: 922,045 676,230 500,422 296,664
Issue premium --- --- --- ---
Reserves (legal, own shares, free disposal, etc.) 968,087 849,750 595,571 394,108
Revaluation reserves e | . .
Reserves in consolidated companies 152,998 131,939 137,219 119,028
Losses in consolidated companies -199.040 -305,459 -232.368 | -216,472
Plus:

Profit from year attributed to Group 236,547 220,300 421,721 379,659
Minus:

Dividend labilities to account — : --- -
Own shares -40 --- -
NETWOQORTH "1 2,494,150 2,305,647 | 2,257,741 | 2,085,440
Minus — Complementary dividend --e --- ---
NETWORTH AFTER APPLICATION OF RESULTS | 2,494,150 2,305,647 | 2,257,741 | 2,085,440

(*) Unaudited data in June 2001

The base of computable capital according to the Bank of Spain regulations on 31st
December 2001 amounted to 2,566 million euros, a 3.2% on the previous year.

Due to the fact that Banco Santanter Central Hispano holds a stake exceeding 90% in

Banesto, the legal own funds requirement is 4%. On the basis of thls scale, the surplus own

funds on 31st December 2001 was 1,262 million euros.

On 30th June 2002, the base of computable captal according to that rule had drepped
2,490 million euros, due to the loss of computability of part of the subordinate debt.
However, on 30th June 2002, Banesto still had an surplus own funds of 1,137 million
euros on the basis of the scale stated.

Due to the capital increase forming the object of this Prospectus and the public offering to
sell subscription rights foreseen by Banco Santanter Central Hispano, the stake that
company holds in Banco Espafiol de Crédito will be under 90%, so the legal requisite of
own funds will become 4.8%. Due to the present own funds situation, Banco Espaiiol de
Crédito will continue to have surplus computable own funds and thus fulfil all the legal
requisites for minimum own funds.
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Thousands of euros
Bank of Spain Regulation Solvency Coefficient 30-06-02 | 30-06-01(*) { 2001 2000
1. Total risks pondered 33,824 875 30,270,050 | 32,612,750 | 28,878,031
2. Solvency coefficient required (%) 4% 4% 4% 4%
3. MINIMUM EQUITY REQUIREMENT 1,352,995 1210802 | 1304510 1,155,121
4. Basic own funds 2,062 886 1976,055 | 2,062,356 1976014
(+) Stock capital and related funds 1335598 1409117 | 1335598 1409,117
(+) Effective and express reserves in consolidated companies 786,259 592,633 786,259 592,653
(+) Minority interests - -- -- -
{(+) Funds assigned 10 the set of risks of the Bank - -- -- -
(-) Intangible fixed assets, Own Shares and Other Deductions -58.971 -25,695 -59.501 -25,736
5. Second category own funds 454 203 578,157 528,031 540412
(+) Asset revaluation reserves -- - -- --
(+) Social work funds -- -- -- -
(+) Stock capital for shares without vote -- -- -- --
(+) Subordinate financing and unlimited duration 454203 578,157 528,031 540412
(-) Deductions -- -- -- --
6. Limitations on second category own funds -- -- -- --
7. Other deductions from own funds -27,006 -32,168 -23.932 -28,692
8. TOTAL COMPUTABLE OWN FUNDS 2490083 2522044 | 2566455 24877734
Solvency coefficient of the Bank (%) 7.36% 8.33% 7.87% 8.61%
9. SURPLUS (or DEFICICIT) OF OWN FUNDS (8-3) 1,137,088 1311242 | 1261945 233,943
% of surplus (deficit) over own minimum funds (9/3 in %) 84.04% 108.30 96.74% 115.37%

(*) Unaudited data in June 2001

The drop in the surplus of own funds on 30th June 2002 in comparison with previous
penods is basically a consequence of the percentage growths of the total risks pondered
that exceed those recorded for the different components of the own funds. The actual
situation of surplus own funds has allowed Banesto to increase its volume of assets without
having to take any action to reinforce its own funds, that have only undergone increase due

to generation of profit.

On the other hand, according to the directives by the International Payment Bank (BIS) the
capital ratio on 31st December 2001 amounted to 10.60% with a Tier 1 of 7.37% compared
with 10.84% and 7.52%, respectively, at the end of 2000. On 30th June 2002, that capital
ratio reached 10.37% with a Tier I of 7.49%. The reasons for that drop are the same as

mentioned above as to the drop in the surplus of computable own funds.

Thousands of euros

BIS Ratio 30-06-02 | 30-06-01(*) | 2001 2000

1. TOTAL RISKS PONDERED 33,453,968 29,839,367 { 30,853,599 [ 28,255,983
Capital Tier | 2,507,032 2,282 662 2,274,104 | 2,124,604
Capital Tier 11 962,545 1,030,982 997 542 938,757

2. TOTAL OWN FUNDS = (Tier | + Tier 1) 3469577 3313644 3,271,646 | 3,063,361
Own funds coeffecient (2/1 in %) 10.37% 11.10% 10.60% 10.84%

3. SURPLUS (OR DEFICIT) OF OWN FUNDS 793,260 926,494 803 358 802,882

(*) Unaudited data in June 2001
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The following two tables show the detail of the reserves and losses in consolidated
companies:

Thousands of euros

Reserves in consolidated companies 3006-02 | 31-12-01 | 31-12-00
A.G. Activos y Participaciones. S.A. 55.225( 47.792 --
Corporacion Industrial y Financiera Banesto. S.A. -- 13,749 48,940
Banesto Bolsa. S.A. 24,736 24.113 24317
Banco de Vitoria. S.A. 30.609 | 19.492| 11.239
Dudebasa. S.A. 12.591 10.786 --
Banesto Pensiones. S.A. -- -- 7.494
Other companies 29.837 | 21.287] 27.038

152.998 | 137.219 | 119.028

Thousands of euros

Losses in consolidated companies 3006-02 | 31-12-01| 31-12-00
Grupo Inmobiliario La Corporacion Banesto. S.A. | 12,410 9,868 --
Desarrolio Informaético. S.A. 12,466 13,968 --
Informatica. Servicios y Productos. S.A. 35,014 35,413 38,056
Gedinver e Inmuebles. S.A. 30,620 38,517 23,938
Inmobiliaria Urbis., S.A - 22,513 36,734
Nordin. S.A. ‘ 24320 39,829 29,203
Inversiones Turisticas. S.A. 15,274 15,262 15,422
Aparcamientos y Construcciones. S.A. 10,921 10,822 --
Banesto Holdings. Ltd. 8,044 8,055 -
Other companies . 49,971 38,121 73,119

199,040 | 232,368 | 216,472

1V.4. Risk Management

Banesto has a proper definition of a wide range of measures that form cautious lending
policies, advanced loan management procedures, methodologies to value and classify
customers and operations. objectively, an adequate organization to make risk decisions,
relational schemes between risk and profitability, incentive processes that take into account
variables of yield and risk, and control and supervision systems adapted to the
requirements of the regulators, in order to identify management practices that allow
creation of value, minimizing exposure to risk.

Basic principles

The Bank has established a set of principles that define its action on risk. These principles
may be summarized as follows:
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- It has an express, formal definition of the global risk management staff, at the tbp of
which there is the link to the Top Management in approval of the policies and global limits
to risk, and in the supervision tasks.

- The nsk function is independent within the business units, through which the risk is
assumed.

- The Bank uses advanced risk measurement and analysis methodologies and measuring
tools , with objective, quantifiable classifications and a high capacity for prediction and
discrimination. All these methodologies are known to and approved by the Top
Management.

- The increase in the customer base and management of risk quotas by customers (limits)
are basic principles of the policy of diversification and mitigation of risks.

- Risk management is a basic pillar of the policy on prices and capital assignment.

IV.4.1. Lending risk

The object of credit risk management is to identify that kind of risks, their evaluation or
measurement, their monitoring and control, and practice of mitigation or correction
policies. ‘

The Bank has progressively implemented and perfected from a solid orgdnizatioml
structure to manage risk in recent years, for admission tasks, as well as the monitoring and
control of the credit activity.

Risk admission systems

The Bank manages all of its minority risk formed by the credit operations with individual
customers, businesses, shops and small companies through a centralised structure called
CAR / Central Analysis of Risk.

CAR is a credit management system formed by:

- A communication and distribution network of completely automated information.

- A sequential risk analysis structure formed by scorings based on the behaviour of more
than 400,000 customers and non customers.

- A large core of experts in analysis of such customers and operations, located at a single
production centre. :

The non minority risk is managed through the Company Risk Unit and the Corporate Risk
Unit.

Risk monitoring system
The appearance of default factors in the counterparts grows when the evolution of the

economic cycle begins to acquire recessive profiles, or those of lesser activity. Due to this,
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it is of major importance to have a risk monitoring system that clearly anticipates defauit
factors in the clientele.

The Banesto credit monitoring system covers all its customers and is based on two pillars:

- The process to evaluate customers and portfolio (internal rating), which has a periodic
customer revision plan according to their level of credit quality; and

- The mechanised system to anticipate risks (SAR) that performs a permanent reading of
more than 50 significant variables, which we the to try to 1dem1fy problems of liquidity or
solvency of our counterparts.

During the last financial years, the Bank has intensified its policy of extinguishing
potentially bad risks. Through this, it has completed the set of credit monitoring activities
the Bank has been practicing throughout its correction process in recent years, consisting
in a rigorous recovery policy for customers and positions under irregular risk, that have
now reached mimimum levels.

The overall monitoring system, especially that to control non anticipated entry to
doubtfulness, is linked to the Bank’s incentives system.

Composition and diversification of the Risk

Point IV.3.3. "Loan Investment" in this Prospectus records the information on credit risk,
its composition and diversification according to diverse criteria: monetary and firm, by
economic sectors, by types of customer, etc.

Doubtful Loans

The growth of the investment has been made following a policy of cautious risk
management. A result of this is the evolution of doubtful loans that, including firm risks
for which recovery is doubtful, amounted to 254.2 million euros on 31st December 2001,
only 8% more than the previous financial year.

The new entries of doubtful debtors and defaulters in 2001 amounted no 114 million euros
a figure that, although 47% higher than that recorded in 2000, included a specific operation
amounting to 41 million euros (28% of the total entries in doubtful), that was regularized
in May 2002. Without that applicant, the increase in entries n 2001 compared with the
previous year is 5.2%. The recoveries during the financial year amounted to 72.3 million
euros, 20.6% less than in the preceding financial year. That drop in absolute recoveries of
doubtful debts is due to the smaller amount of doubtfuls the Group had at the beginning of
2001, compared with those it had in 2000. In fact, the percentage the recoveries represent
each year in relation to the initial figure of doubtful and non performing loans was
practically similar in both financial years (30.8% in 2001 and 31.4% in 2000). Doubtful
Joans amounting to 52.6 million euros were also transferred to default, 14.7% less than in
2000.

During the first semester of 2002, there has been a slight growth in the figure of doubtfuls,
but the default rate has risen barely four hundredths, reaching 0. 895 a shghtly lower rate
than that recorded at the end of 2000. S
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The coverage rate has continued to improve and rose above 236% by 30th June 2002.

The following table provides information on the comparative evolution in the first
semester of 2002, the first semester of 2001 and the previous two years, of the doubtful
figures, the balance of provisions and the coverage ratio of the doubtful loans.

Doubtful debt

Thousands of euros 30-06-02 | 31-06-01 | 2001 2000

Doubtful debt:

Initial balance 2542 235.1 235.1 289.9
Increases 107.1 49.0 144.0 97.9
Recoveries -81.3 -35.6 -72.3 -91.1
Amortizations 2.1 -18.9 -52.6 -61.6
Final balance 277.9 229.6 254.2 235.1
- With security interests 20.6 23.9 404 61.1

- With personal guarantee 2573 20571 213.8( 1740

Provisions:

Initial balance 596.7 49521 4952 4649
Provisions 109.1 102.8 212.8 168.7
- Generic provision 4.6 9.4 27.3 40.9
- Specific provision 59.2 39.1 84.8 86.2
- Statistical provision 45.3 54.3 100.7 41.6
Available funds -21.7 -10.8 -22.2 -25.3
Other movements -28.1 -45.5 -89.11 -113.1
Final balance 656.0 541.7 | '596.7| 495.2
Default rate (%) (*) 0.89 0.81 0.85 0.90
Coverage rate (%) (**) - 236.03 235.88 | 234.71] 210.64

Includes firm risks. Does not include country risk provision,
(*) Default ratio: Doubtful / (Gross loan investment + Firm risk)
(**) Coverage ratio: Provisions / Doubtful debtors

As to provisions for insolvencies, at the end of 2001, these amounted to 596.7 million
euros (144.5 million of statistical provision, 249.8 million of generic provision and 202.4
million of specific provision), 20.5% higher than on 31st December 2000.

The provisions for insolvencies in 2001 amounted to 212.8 million euros, 100.7 million of
which were assigned to the fund for statistical coverage of insolvencies established by the
Bank of Spain as of 1st July 2000, due to which the proviston in 2001 more than doubles
that recorded in 2000. :

The rest is the provision for insolvencies that came to 112.1 million euros in 2001, 10.2 .

less than that recorded in 2000, due to the improvement in the defaulting rates. Recoveries

of provisions amounted to 22.9 million euros in 2001, 12.6% less than those recorded the
previous financial year.

In the first semester of 2002, the provisions for insolvencies continued to grow till they
reached 656 million euros. The provisions were 109.1 million euros, 45.3 million euros of
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which were for the fund for statistical coverage of insolvencies, a fund in which the Group
has already accumulated more than 50% of the total need of this provision, conceived in
implementation as a fund to be completed during an economic cycle of six to eight years,
of which only two have elapsed since it was established.

An amount of 189.7 million euros from the total provisions for insolvencies on 30th June
2002 is for the statistical fund mentioned, 254.1 million for generic provisions and 212.2
million for specific provisions.

Statistical coverage for insolvencies

On 1st July 2000, certain amendments to Circular 4/91 by the Bank of Spain came into
force, introduced by Circular 9/99 by that institution. Basically, they refer to constitution of
a complementary fund for statistical coverage of insolverncies, that is constituted as of that
date, provisioned in each quarter, in the profit and loss accounts, with an estimate of the
global latent insolvencies in the loan risk portfolio, as long as the amount of that statistical
provision is greater than the net provisions made in the quarter before calculating the
complementary fund, until that fund reaches a sum equivalent to triple the loan risk
considered by coefficients established in the Circular itself. During the second semester of
2000, it was provisioned by the amount of 43.8 million euros, and during 2001, 100.7
million euros were provisioned, and a further 45.3 million euros in the semester of 2002,
amounting to 505 of the maximum fund required for that item, when only 24 months have
elapsed from ts implementation by the Bank of Spain, in spite of its establishment being
conceived as a fund to be completed over an economic cycle of six to eight years.
Moreover, one must point out that the statistical fund now constituted on 30th June 2002

has an additional 68.3% coverage to the specific existing doubtful figure of 76.4% and the

91.4% required by the generic on the balance of doubtful figures..

In order to calculate the statistical fund, the Bank of Spain has classified the risks in several
categories, applying a coefficient to each one of them depending on the nature of the risk.
Those risk categories, the coefficient applied and the percentage distribution of the risk to
Banesto according to those classes of risk are as follows:

% Pondered
Type of Risk Coeflicient Banesto Risk
Without appreciable risk 0% 20.6%
Low nisk 0.1% - 19.8%
Medum-low risk 0.4% 19.8%
Medium risk ' 0.6% 37.7%
Medium high risk 1.0% 1.3%
High risk ‘ 1.5% 0.8%
100%
Assets Assigned

In financial year 2001 and the period elapsed in 2002, the Group has continued its policy
of sale of assets assigned within the process of default recovery, and its balance on 31st
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December 2001 came to 186.2 million euros, which is a drop of 33.2% on the previous
year. On 30th June 2002, it continued to drop to 157.6 million euros.

Millions of euros 30/06/02 30/06/01 (*) 2001 2000
Buildings assigned
Initia] balance 186.2 278.9 278.9 399
Assignments 5.6 9.3 19.9 41.7
Sales -34.2 -61.8 -112.6 -161.8
Final balance 157.6 226.4 186.2 2789 1
Provisions
Initial balance 121.6 176.3 176.3 220.1
Provisions 39 9.1 15.8 50.9
Recoveries -20.8 -39.5 -70.5 -94.7
Final balance 104.7 145.9 121.6 176.3
Coverage ratio {%)(*) 66.46 64.44 65.31 63.22

(*) Unaudited data on June 2000
(*)(*) Provisions / Properties assigned

The rate of entries in assets assigned during 2001 underwent a sharp drop, amounting to -

19.9 million euros, 52.3% less than in 2000. The sales have logically dropped, although at
a lower rate than entries. These have dropped 30.4% in relation to those recorded the
previous year and have amounted to 112.6 million euros. That has meant a new
improvement in the ratio of sales of stocks, amounting to 37.7% compared with the 36.7%

achieved in the previous financial year. That trend has remained in the first similar of
2002.

The provisions assigned during financial year 2001 to cover possible capital losses on
these assets, according to the rule established by the Bank of Spain, has dropped to 15.8
million euros, 68.9% less than the previous year, due to the lower volume of these assets
as well as the high levels of provision already existing from previous financial years. the
recoveries through sale of assets amounted to 70.5 million euros, 25.6% less than the last

financial year. Due to this, the balance of provisions amounted to 121.6 million euros,
which represents a 65.3% level of coverage, on 31st December 2001, with a growth of 2.1

percent on the previous financial year. After the first semester of 2002, that percentage of
coverage has risen to 66.4%.

Country Risk

The exposure of Banesto Group to country risk is small and the following table shows the
volumes of risk, in monetary terms as well as firm (128,117 and 3,065 thousand euros
respectively on 30th June 2002), maintained with countries subject to country risk, and the
provisions constituted to cover that risk.
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% Variation
Thousands of euros 30-06- 30-06- 2001 2000 June 01/00
02 01(*) 02/June01

Very doubtful countries 0 0 0 0 -~ --
Doubtful countries 8.382 15,072 15,224 7,639 -44% | 99%
Countries suffering transitory 122,800 210,905 | 204,584 | 145,373 42% | 41%
difficulties

Total subject to provision 131,182 225,977 | 219,808 | 153,012 -42% | 44%
Coverage established 21,301 36,667 34,783 26.493 -42% [ 31%
% risk/country coverage 16.24% 16.23% | 15.82% 17.3% - --

(*) Unaudited data in June 2001

The increase in 2001, i1s mainly due to the investments made in certain countries that,
although classified as undergoing transitory difficulties, represent a risk the Banesto Group
is able to assume.

The detail by countries of the risks subject to provision and of the provisions established is
as follows:

300602 300601 (%) 2001 2000
Risk Provision | Risk Provision | Risk Provision | Risk Provision
Doubtful
Arpentina - - - -- 1.034 207
Colombia 1.458 510 4905 981 5,756 1.151 -- --
Indonesia -- - 2637 923 -- - 2.897 1014
Dominican Republic 1403 491 1.761 616 1.731 606 1,718 601
Venezuela 2.837 993 4817 1,686 4421 1.547 2,282 801
Other doubtful countries 8.382 2.881 15,072 5036 15.224 4.096 7.639 2673
In transitory difficuity
. 36,380 5452 - - 34972 7.261
Arpenting
. 16,012 2,402 180 27 346 52 148 22
Brazil
Colombia 4455 668
. 2215 377 3,795 569 3.253 488 4,126 619
India
1.875 281 1810 272 1924 289 2,154 323
Morocco
. 102,033 15305 168,651 25298 198,987 29,847 98,761 14814
Mexico .
3
Other countries in trannsitory difficulty 663 >3 8 13 74 " 7 '3
122,800 18420 | 210905 31,631 204 584 30687 | 143373 23820

(*) Unaudited data in June 2001

As to the previous table, one can only point out the risks maintained with Mexico, which
are mainly commercial operations, the risks with Brazil that, although they rose to 16
million euros on 30th June 2002, are at an assumable, profitable level for Banesto, and the
absence of provisionable risks with Argentina on 30th June 2002, as all those with debtors
in that country that could be subject to provision had already been 100% provisioned on
that date and have been struck off the balance sheet, being transferred to the order accounts
as regularized assets in suspension.
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IV.4.2. Market risks

There are two scopes of market measurement and risk management- at Banesto: one for
specific treasury positions and the other for the rest of the Bank’s balance sheet. Different
methods and procedures are used for each of these.

Generally, market risks are understood as those caused by the variability of the conditions
on the financial markets on which the institution trades (interest risk, price risk and
currency risk) that may affect the value of the assets or the financial margin.

Liquidity risk considers the structure of maturity of the assets and liabilities n order to
minimize the possibilities of facing difficulties in being able to honor the bank’s
undertakings, while guaranteeing the necessary resources for normal performance of the
banking activity under optimum cost conditions.

Management of all these risks is entrusted to the Assets and Liabiliies Committee
(COAP), that meet monthly to analyze the evolution of those risks, take the appropriate
decisions for their management and approve, if appropriate, the limits to market risks for
each unit of the Bank involved in them. '

IV.4.2.1. Interest Risks

Interest risk is the exposure of the economic-financial situation of a bank to variations in
interest rates. Although it is true that this risk is inherent to banking activity, generates

profit and, definitively generates value for the shareholders, it is none the less true that an

excessive risk may cause losses to threaten the existence of the bank.
Movements in the interest rates affect the bank in two ways:
- modifying the Financial Statement (mainly the Financial Margin).

- modifying its Economic Value by modifying the Actual Value of all the future monetary
flows, and even the volume and frequency of the actual flows.

Thus, the object of managing that risk is to manage a balance sheet structure that, in spite
of interest rate movements, ensures alterations within its Profit Statement and Economic
Value always remain within the limits preset by the Management.

Banesto has a specific computer application that has recently been implemented to manage
the interest risk. all the existing information on the Balance Sheet and off the Balance

Sheet is processed by the program at transaction level, which allows an exhaustive,
rigorous analysis of the interest risk.

The Bank uses a double methodology to measure the interest risk, that is:
a) Financial Margin

The analysis under this perspective is performed periodically using a double approach:
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Firstly, using a "Gaps" model, classifying the different assets, hiabilities and positions Off
the Balance Sheet of the company over different periods of time according to their
maturity date, for fixed rate instruments, and of the next review date of the interest rate, for
products at a variable rate. That analysis is performed separately for each one of the
currencies in which the Bank has significant positions.

Secondly, simulations are performed to evaluate the impact on the trading margin
according to different rate scenarios.

"Stress Testing" scenarios are also run, involving extreme variations in the interest rates,
and their impact on the financial statement is studied. Considering the results obtained, the
COAP adopts the investment / financing and coverage strategies it considers necessary to
optimize the profitability/risk binomial.

The variations in the financial margin obtained in the different rate scenarios must not
exceed the limits established for that purpose.

b) Net actual value |

This methodology consists of obtaining the Net Actual Value of each and every one of the
futures cash- flows generated by the positions of Assets, Liabilities and Off Balance Sheet
of the Bank. To do so, it is necessary to model the behaviour of the different groups of
accounts that comprise the total balance and assume prepayment hypotheses, duration of
the current accounts, etc., that may modify the estimated cash-flows in different interest
rate scenarios. ‘

Just as in Financial Margin analysis, in this one different financial values are obtained of
rates and also for "stress" scenarios in which the interest rates simulated are more extreme.

The variations brought about in the Economic Value must not exceed the limits set at any
time and, if this happens, the appropriate measures must be taken to lower them to the
permitted levels.

On the contrary to the first analysis that provides a more short-term view of the interest
risk (by concentrating on the impact the interest rate movements may cause on the profit
statement over a term of up to 24 months), this analysis provides a longer term view to be
considered in the calculations performed on the cash-flows generated up to the end of the
life of the contracts.

Both methods, although obtained independently, are analyzed jointly when optimizing the
balance sheet structure of the bank.

The objective of measuring and monitoring the interest risk of the Bank is to people the
Top Management sufficient information on the interest risk implicit to the global of the
balance sheet. Thus, appropriate decision making is provided to manage the masses of the
balance sheet according to the expected evolution of the business and of the interest rates.

The following table shows the structure of gaps in maturity and terms for reappreciation of
the assets, liabilities and operations off the balance sheet in euros on 30th June 2002:
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Upto Between 3 Between | year | Between 3years | Morethan | Not

3 months months and ] vear | and3 vears and 5 vears S5 years Sensitive | Total
Assels
Money market 7.969 388 197 - 8 100 8,662
Lending system 10.784 8.307 1.049 927 827 234 1 22.128
Securitiesportfolio 1,148 1.121 5.825 1.338 1.954 - | 11.386
Rest of assets - - - - - 5,975 5,975
Total assets 19.901 9.816 7.071 2,263 2.789 6.309 { 48.151
Liabilities
Money market 8.885 2324 3.472 93 133 25 14,932
Deposits market 10.376 2,795 2.015 729 5113 - 1 21,028
Issues 1.373 511 13 217 1.000 - 3115
Rest of liabilities 94 77 169 123 215 8.398 9.076
Totalliabilities 20.728 5,707 5.069 1.163 8.423 | 48,151
Operations off the balance sheet (5.831) 4.275 (33) 481 1.120 8 -
Simple Gap (6.658) 8.384 1.349 1.583 (2.552) {2.106)
Accumulated Gap {6.658) 1.726 3.075 4.658 (2,106) -
Sensitivity ratios:
Assets-Liabilities/Total assets (-1.72%) 8.53% 2.91% 2.29% (-7.65%) | (-4.37%)
Simple Gap / Total assets (-13.83%) 17.41% 2.80% 3.29% | (-5309%) | (-4.37%)
Accumulated Gap/ Total assets (-13.83%) 3.58% 6.38% 9.67% -4.37%
Coverage index
Sensitive assets / Sensitive liabilities | 96.01% 172% 124.73% 194.75% 43.17% 74.90%

The "Gaps" structure shown by the table is typical of a bank with a prevailing activity in
commercial banking (negative Gaps in long norn-sensitive terms caused by accounts at
sight and positive gaps between three months and five years due to loan investment),
although i1t 1t includes positions of a certain importance that are a consequence of the
measures taken to manage the implicit risk of the positions caused by the traditional
business of the bank, that considerably reduce the risk.

1V.4.2.2. Liquidity Risk

To ascertain this, an analysis was carried out of the Gaps in the balance similar to the
interest risk, although considering the maturity term instead of that of reappreciation for
variable rate items.

Considering the Gaps, phase imbalances are noted in the maturities between assets and
liabilities which, if not renewed, may lead to a lack of adjustment. Management of the
liquidity risk must not aim to completely neutralize these Gaps, which would be
impossible, but rather to manage these situations to minimize the possibility of difficulties
in honouring commitments, above all at moments of tension on the markets.

This is complemented by weekly monitoring of the evolution of the liquid assets and-

liabilities of the Bank, as well as the liquidity projections to anticipate future needs.

The following table shows the structure of maturity Gaps on 30th June 2002, which is -

taken as the basis for analysis of the liquidity:
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Thousands of euros
Upto Between 3 Between 1 | Between 2 | More No specific
3 months and | | vear vears than maturity Total
months vear and 2 vears and 5 vears S years
Gaps in  the balance
liquidity
Money market 7.969 388 197 - 8 100 8.662
Lending system 5423 5517 3,631 2.634 4688 235 { 22,128
Securities portfolio 703 1.103 6.048 1365 2.168 - {11387
Rest of assets - - - - - 5974 5.974
Total assels 14,095 7.008 | 9876 3.999 6.864 6309 | 48,151
Liabilities
Money market 8.883 2324 3473 93 133 25 14933
Deposits market 8.500 3.636 2396 1.122 5.374 -1 21028
Issues t 451 1,205 136 1321 - 3,114
Rest of liabilities 94 77 169 123 215 8.398 9.076
Total hiabilities 17.480 6.488 7.243 1474 7043 8,423 | 48,151
Simple Gap -3.38s 520 | 2,633 2.525 1 -179 (2.114)

These Gaps also show a typical structure of commercial banking with a high percentage of
financing with accounts at sight.

IV.4.2.3. Treasury Market Risk
Interest rate, exchange rate and variable yield risks arising from Treasury activity are

managed and controlled by the Markets Department at Banesto using the Value at Risk
(VaR) method.

The VaR tries to provide a sole market risk figure so it covers the interest and exchange
risks as well as that of variable yield risk. That figure covers the maximum loss expected in
adverse movements of the market, given a temporary horizon of one day and a confidence
level of 99%. In other words, if we consider a confidence interval of 99%, one expects
that, on average, the daily losses from the management carried out will exceed what is
foreseen by the VaR once every one hundred days.

Measurement of the market risk is complemented as follows:

- by establishing gamma and vega limits, which are specific for options.

- by establishing limits to losses, also known as stop-loss limits.

- by completing the VaR analysis with stress testing scenarios.

- by comparing the reliability of the VaR methodology with back-testing processes.
Back-testing

The process of back-testing, or testing afterward, is aimed at verifying the reliability of the
VaR as a method to measure the market risk. To do so, a comparative analysis is
performed between the daily results made and an estimate of the Value at Risk (VaR).

According 1o the hypotheses assumed in the VaR methodology, the results obtained nust
not exceed the VaR estimate by more than one in one hundred days.
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Moreover, another series are obtained by contrasting hypotheses, as comparison of the
average value and the variance of the distribution of results obtained, and comparing
normality, in order to verify other hypotheses assumed in the VaR methodology.

The back-testing analysis carried out by Banesto was verified by the Auditing departments
at the Santanter Central Hispano Group, as well as by rating classification agencies, such
as IBCA, Moody’s and Standard & Poors, and fulfils the minimum requisites
recommended by the BIS on comparison of internal systems used in measuring and
managing market risks.

Stress testing

Stress testing, or stress scenario analysis, 1s a complementary risk analysis that conssts of
generating different scenarios that record the impact of extreme movements on the
financial variables in the result of the portfolio.

Banesto performs two types of stress scenarios:

- The first is based on historical analysis of the financial varmbles, to seek crisis situations.
The maximum variations noted for the different variables are taken and the impact on the
portfolio value from those variations is analyzed.

- The second scenario is provided by the recommendations given by the International
Securities Market Association (ISMA). In this case, the value of the portfolio 1s quantified
in relation to extreme, simultaneous variations in the financial variables (interest rates,
exchange rates and variable yield).

Risks and results in 2001 and the first semester of 2002

A series of graphs is provided below to summarize the situation of Banesto throughout the
year 2001 and the first semester of 2002, in terms of VaR consumption, as well as in
relation to the reliability of the VaR as a measurement of risk incurred by the Markets
Department.

The first group shows the evolution of the VaR over the period stated. one may see that the
maximum consumption takes place in April 2001, coinciding with an increase in volatility
on the financial markets. The volume of operations contracts by the Markets Department at
Banesto is fairly stable, so the peaks in VaR consumption usually coincide with periods of
high volatility on the markets (as happened due to the 11th of September, the effect of
which may be seen in the last third of 2001). If we analyze the average VaR consumption
over the period, it amounts to 1,379,000 euros. '

This figure represents the global VaR consumption. Recently, a breakdown of that VaR
has been included in the risk analysis by the Markets Department, that is, a breakdown by
types of securities.

Given the way the Markets Department operates, 1f we consider the effect of the interest

rates, exchange rates and variable yield on the global VaR, we may see that most of the
risk is from variations in global interest rates (that risk now represents 90% of the VaR), as
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the positions subject to the risk of exchange and variable yield risk are minimal within the
total position of the Markets Department.

Evolution of the VaR - Figures in units of EUR
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The following chart is a probability distribution (histogram) showing these VaR . .
consumptions. As may be seen, the VaR consumption during the period considered is
concentrated between 0.3 million euros and 2.4 million euros, this being a relatively low
consumption.
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Risk Chart — VaR in units of EUR
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Evolution of the VaR vs. Results

The following is a graph that shows how the VaR has evolved in relation to the results. In
technical terms, the daily revaluation of the portfolio must not exceed what is foreseen by
the VaR in absolute terms. That 1s to say, for a given portfolio, the result of revaluing this
from one day to another must ot exceed the Ver figure, either in losses or in profit.

To obtain this, an interval is established (set by the VaR and its equivalent in negative). In
theory, the daily revaluation must fall within that interval in 99% of the cases. We see that
this percentage is not fulfilled, as there are more cases outside the interval than the theory
determines. These variations usually coincide with sharp movements in short term"interest
rates, normally interventions by the Central Banks. Those variations cause sudden
increases in volatility that the VaR does not record until the following day, when the new
datum is included in the series of rates used to calculate the volatility and the correlation.

The tests performed in the back-testing, as described above, show that the VaR provides a
good measurement of risk for the Markets Department at Banesto.
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VaR (99%) v.s. Results — Data in units of EUR
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1V.4.2.4. Currency Risk
Due to the strategic orientation of Banesto, the positions in cuirencies are scarcely

significant and their policy is to cover the structural positions in currencies whenever
possible.

Thousands of euros % Variation

Funds and interest in other currencies 30-06-02 30-06-01(*) | 2001 2000 June 02/June0] | 01/00
Lending institutions 1.018.520 2.050.838 1.167.289 2,022.315 -50.34% | -42.28%
Customer funds 1.773.658 1.962.429 | 2.087,085 | 1.864.049 -9.62% 11.97%
Securities portfolio 234.732 489,773 322,695 456,150 -52.07% | -29.26%
Other funds in other currencies 263.867 255329 262,174 215.003 3.42% | 21.94%
Funds in other currencies 3.290.774 4,758,169 | 3,839.243 | 4,557.517 -30.84% | -15.76%
Y% of total assets 6.90% 10.6% 8.55% 10.22%

Lending institutions . 851.007 2275560 | 1564471 | 2.549.859 -62.60% | -38.64%
Customer debits 1.771.467 1,719,837 | 1654912 | 1615227 3.00% 2.46%
Debit represented by negotiable securities 52.994 236.183 56,025 227171 -77.56% | -75.34%
Subordinate financing 482.206 567.217 545,785 516,926 -14.99% 5.58%
Other funds in other currencies 307.206 177,114 188,398 176.936 73.45% 6.48%
Funds in other currencies 3.464.880 4975911 { 4.009,591 5.086,119 -30.37% [ -21.17%
Y% of 1otal liabilities

(*) Unaudited data in June 2001
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As to consumption of own funds due to exchange

scarce relevance of that risk to Banesto:

risk, the following table shows the

Data in thousands of

euros and %

30-6-2002

31-12-2001

06/01

2000

Consumption of own
through
exchange

funds
currency
risk

6442

4,604

3291

Own funds

2487734

2,522,044

2566455

2490083

Ratio of own fund
by

consumption

exchange risk,

Own Funds

to

0.12%

0.26%

0.18%

0.13%

1V.4.3, Derivate products

The following table shows the breakdown on 30th June 2002 and 31st December 2001 and
2000 of notional and contractual amounts, by types of derivate financial products, in
contracts by the Group and not mature on those dates.

30.06.02 Year 2007 Year
Thousands of euros Maturity Maturity 2000
Total Up 10 1 Over 1 Replacement Total Up to 1 Over 1 Replacement TOTAL
vear year value vear vear value
Purchase-sale non -26,561 2,950 0.00
malure currency
Purchase 2.813.444 2.688.822 124.622 3.580.100 3.503.443 76,657 2.362.136
Sale 2.153.379 2.092.441 60.938 2.498.768 2.442.866 55.902 1.122.820
Purchase-sale 1117 1,778
financisl assets
Purchase 2.697.414 2.091.593 605,821 616,732 610.634 6,098 545,892
Sale 2.857.164 1.521.492 1.335.672 1.757.300 1.785.935 1.365 781,222
Futures on stock and
interest rates
Coverage
Bought
Sold 16.000
Trading
Bought 508.067 508.007 353,704 353.704 69.691
Sold 1.206.869 1.206.869 643.625 643,625 198.438
Options
On stock
Coverage -822 -519
Bought 335.554 171.367 164.187 561.577 207,945 353.632 402.645
Issued 1.968.661 639.845 1.328.816 2.200.183 657.253 1.542.930 1.415.600
Trading.
Bought 4.414.145 4.414.145 9.473 1.473.059 1.473.059 1.978 1.007.578
Issued 2.957.643 2.937.643 1.857.149 1,857,149 1,252,104
On interest rates. 7.667 -10
trading
Bought 1.543.379 1.543.379 682,950 682.950 176,299
Issued 1.539.372 1.539.372 682.950 682.950 173.294
On currency, trading 1.758 233
Bought 352.620 351.269 6.351 158,650 84.076 74.580 225.934
Issued 355,145 348.794 6.351 154.969 80.389 74.580. 225.934
Agreements on 136
forward interest rates
(FRA)
Trading 3.645.576 2.445.576 1.200.000 2.800.000 §00.000 2.300.000 101 75.564
Interest rate swaps 12.258 -1.640
Coverage 1.382.758 302.825 3.079.933 2.516.290 1.504.036 1.012.254 2.074.112
Trading 29,842,671 19.092.769 10,749,902 20,434,871 10623214 13.811,657 16,777,620

The motional amounts of those operations do not necessarily show the volume of credit risk
and other economic risks inherent to these assumed by the Group, as the net position
maintained in these financial instruments is the resujt of the compensation and/or
combination of these. Most of the non mature term operations were performed in order to
cover the effects of fluctuations in the interest rates, the exchange rates or market prices.
Any estimated potential losses from such operations at the year end are adequately
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provisioned or compensated by the potential estimated losses from operations of the same
nature.

The following is a table showing the distribution of the risk in derivates by counterpart
credit rating, on 30th June 2002.

RATING % of the Total
AAA 64.9%
AA 15.4%
A 9.6%
BBB+ 10.1%
100%

IV. 5. Conditioning circumstances

IV.5.1. The issuer performs its activity in a stable manner. The banking business 1s not
especially subject to seasonal variations.

IV.5.2. Due to its nature, activity by the issuer does not depend on patents, marks,
technical assistance, exclusivity contracts, etcetera for performance. However, it is subject
to the rules that regulate banking activity. In this sense, the iésuer performs its activity
under supervision by the Bank of Spain and must now fulfil the following coefficients:

Cash coefficient

During financial year 2001 and the first semester of 2002, the cash coefficient was set at

2% of the computable liabilities, an amount that must be immobilised in a current account

at the Bank of Spain, bearing the average rate that the European Central Banks System sets
for basic financing operations. ’ '

Pursuant to the terms of Circular 2/1990 by the Bank of Spain on cash coefficients for
financial intermediaries, in 1990 the Group acquired deposit certificates issued by Bank of
Spain with six monthly maturities from March 1993 until September 2000, acruing interest
at the annual rate of 6%.

Solvency coefficient
Finally, the risk concession policy and, in general, that of investment in assets of all kinds
by the bank are directly influenced by the existence of regulations on minimum own funds

held by lending institutions.

The solvency coefficient is regulated by "Act 13/1992 of 1st June on Own Funds and
supervision on a consolidated basis by the Financial Institutions", that came into force, in

general terms, on first January 1993 and was developed by Royal Decree 1343/1992 of 6th -

November, the Ministerial Order of 29th December 1992 and Circular 5/93 by the Bank of
Spain.

The coefficient is defined as the existing relation between computable own funds and the
sum of the active balances, commitments and other order accounts, net of provisions,
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amortizations and compensatory balances and the net position in currency, position
according to the nature of the counter part and the guarantees and characteristics of the
assets and risks derived from the trading portfolio, which cannot be lower than 8%.

In the case of Banesto, the Santander Central Hispano Group holds in turn a stake of more

than 90%, the minimum Own Funds coefficient is set at 4%. Banco Espafiol de Crédito
more than covers that coefficient.

Just as recorded in point 1V.3.6 of this Prospectus, that minimum percentage shall be 4.8%
if, due to the capital increase forming the object of this Prospectus, the percentage held by
Banco Santanter Central Hispano in Banco Espaiiol de Crédito is under 90%. In that case,
Banesto would still more than cover that coefficient.

IV.5.3. Due to its specific activity, the investment in commercial research and
development performed by the Banesto Group are materialized basically in optimization of
the offer of products and customer services, in encouraging low cost channels, and in
increasing productivity through a series of computer organizational projects, without being
able to consider the indications that may be given thereon to be significant.

On the other hand, the Group has continued to develop projects aimed at taking advantage
of the tools Internet provides to improve the efficiency of the organization In this sense,
the level of intranet implementation in the Bank at the end of 2001 may be estimated at
90%, compared with 22% in 2000.

IV.5.4. Litigation and arbitration that may have an important effect on the
financial situation of the issuer and its Consolidated Group, or on the
activity of its business

The following are the details of the main litigation in force that affects the Banesto Group,
noting that the contingencies that may arise from these, with the exception of the claims to
impugn corporate agreements referred to in section B), are covered by provisions
constituted at the Bank.

A) SALE OF BANCO DE MADRID:

In July 1994, the Liquidation Commission for Insurance Institutions "CLEA", filed a suit
for presumed offences of fraud and misrepresentation against the Directors and
Management of Apolo, Cia. Anénima de Seguros, and against the Management of Banco
de Madrid. The latter institution had a claim brought against it for 16,227 thousand euros,
which may affect Banesto according to the commitments acquired to Deutsche Bank, due

to the sale of Banco de Madrid to that institution, as the events in litigation took place’

before the sale transaction.

On 17th March 2000, Section One of the Criminal Court at the National Tribunal handed

down a judgement in which it absolved the Management of Banco de Madrid who had

been accused, thus declaring the absence of civil liability by Banco de Madrid. That

judgement was appealed by CLEA before the Supreme Court, that accepted the appeal in -

July 2002 due to failure by the National Tribunal to pronounce condemnation in its
sentence, ordering it to hand down a new, duly grounded judgement. The new judgement
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will foreseeably not amend the previous finding and, thus, will maintain absolution of the
Management of Banco de Madrid and, thus, absence of civil liability of that institution.

B) CLAIMS TO IMPUGN COMPANY AGREEMENTS:

1. Related to the agreements by the Meeting on 26th March 1994

a) Motion to impugn brought by ASSOCIATION FOR DEFENSE OF
SHAREHOLDERS and a further 24 shareholders:

Proceedings filed in May 1994, heard by the Court of First Instance number 13 of Madnd.
Judgements were handed down at first and second instance, both favorable to the Bark.

On 23rd December 1997, the plaintiffs presented a writ announcing a remedy of appeal
which, after being impugned by the Bank, is now pending resolution.

b) Motion to impugn brought in March 1995 by Mr Mario Conde and others, Mr
Rafael Pérez Escolar and Mr Ramiro Nuitez Villaveiran (accumulated at Court of

First Instance number 46 of Madrid):

Judgements favorable to the Bank were handed down at first and second instance. A
remedy of appeal was filed by the plaintiffs and is still pending resolution.

2. Concerning the agreements by the Meeting of 22rd August 1994,

Claims to impugn company agreements filed in July and August 1995 by Mr Rafael Pérez
Escolar and Mr Ramiro NufiezVillaveiran Ovilo (accumulated at Court of First Instance
number 16 of Madrid). Judgements favorable to the Bank were handed down at first and
second instance. Mr Pérez Escolar filed a remedy of appeal that is now being processed.

3. Concerning the agreements bv the Meeting of 15th February 1995.

Claim to impugn filed in February 1996 by Mr Rafael Pérez Escolar.and Mr Ramiro
Nunez Villaveiran y Ovilo, heard by Court of First Instance number 15 of Madrid.
Judgement was handed down at first instance in favor of the Bank, which was appealed by
the plaintiffs. In the proceedings of 8th January 2001, the parts were considered present
and notified of the transfer for adhesion to the appeal and proposal for proof. The
application to receive the proof proposed by the party appealing in court was rejected by
order in September 2001. An appeal of supplication was filed against that finding and
rejected in the court order of 23rd July 2002.

4. Concerning the agreements by the Meeting of 4th February 1997.

Claim to impugn brought in March 1997 by the company "IGUACU, S.L.", Mr Manuel
Alguacil Prieto and Mr Antonio Panea Yeste (Court of First Instance number 8 of Madrid,
proceeding number 414/97). On 6th March 2000, judgement was handed down at first
instance fully rejecting the claim, with has been appealed by the plaintiffs.

The vappeal hearing has held on 23rd September 2002 and the appeal is pending sentence.
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5. Concerning the agreements by the Meeting on 10th February 1998.

Claim to impugn company agreements brought by the company "IGUACU, S.L." Mr
Manuel Alguacil Prieto and Mr Antonio Panea Yeste. (Proceedings 227/98, accumulated
in proceedings no. 414/97, described in the preceding point, at Court of First Instance
number 8§ of Madrid, the present procedural situation of which has been mentioned above).

C) BANKRUPTCY SYNDICATE OF AGORA, CORPORACION DE
INVERSIONES INMOBILIARIAS, S.A.

On the basis of the backdating of the bankruptcy ordered by the Court, which was still
provisional in October 2000, BANDESCO was notified that that bankruptcy syndicate of
that company had filed the following judicial claims:

a) Incidental suit on the nullity of the mortgage loan for the amount of 610,012.10
euros and foreclosure of same, in which BANDESCO responded to the claim on
24th October 2000, proposing proof be provided.

b) Requirement to pay BANDESCO 5,409,108.94 euros, an amount that was paid to
the bank in June 1994 in initial payment of the loan it had granted AGORA. In the
proceedings of 23rd November 2001, the Court resolved the appeal for
reimbursement filed by BANDESCO in the sense of it not being obligatory to pay
until the incident brought by Bandesco in order to modify the backdating of the
bankruptcy is resolved, which is in the phase of proof at present.

D) BANKRUPTCY SYNDICATE OF FORTIS, S.A.

Suit filed by the Bankruptcy Syndicate of Fortis, S.A. against Banco Espaiiol de Crédito,
S.A. On 30th September 2002, the Supreme Court handed down judgement concerning the
remedy of appeal previously filed by the Bank against the sentence handed down by the
Provincial Court, that condemned the Bark to return the body of assets in bankruptcy of
the property it had been assigned some months before bankruptcy was declared. In that
sentence, the Bank was condemned to return the property to the body of bankrupt assets,
although that reimbursement was to be replaced by a cash compensation according to the
valuation assigned to the property, as it was then sold to a third party.

E) BANKRUPTCY SYNDICATE OF DISTRIBUCIONES GIMENEZ Y CIA,
DIGSA.

On 3rd Januvary 2001, the Bankruptcy Syndicate of Distribuciones Giménez y Cia, S.A.
filed a suit for more than a limiting amount against Banco Espafiol de Crédito, S.A. under
proceedings number 96/01, before the Court of First Instance number 3 of Zaragoza, to
claim the amount of 1,803 thousand euros received by the bank from the bankrupt
company during the backdated period. The bank filed an incidental claim. The lawyer to
the Syndicate has now requested suspension of the suit to try to obtain an amicable
solution consisting of settling the matter for 902 thousand euros. As the case is now
suspended, discussion is now taking place to reach an amicable solution.
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F) ROSSET ESPANA, S.L.

This company filed a claim against Banco Espaiiol de Crédito, S.A. calling for it to be
condemned to pay the amount of 1,318,500.35 euros, plus interest and costs, due to failure
to pay two bank checks, each amounting to 1,000,000 US dollars, delivered to process
payment.

In the judgement dated 8th November 1999, the Court of First Instance number 3 of Vigo
partially accepted the claim and condemned Banesto to pay the amount collected as a
result of the collection proceedings with the cheques or debited, as appropriate, in the
account of the plaintiff. The Provincial Court of Pontevedra, in its sentence of 13th July
2001, rejected the remedy of appeal filed by the plaintiff and confirmed the judgement at
first instance.

On 29th September 2001, ROSSET ESPANA, S.L. filed a remedy of appeal for breach of
procedure, to which Banco Espaiiol de Crédito, S.A. has responded, and it is now about to
present a writ to impugn that appeal.

Neither Banesto, nor the companies in the Banco Espariol de Crédito Group have incurred
in other litigation or arbitration that, in their opinion, could have an important effect on its
financial situation or on the activity of its business, including the proceedings
aforementioned.

IV.6. Labor information

The average number of employees of the Banco Espafiol de Crédito Group over the last
three year was: ' '

30-06-02 2110 2000 % 01/00
Rest of Rest of Rest of Rest of
Banesto | Group Banesto | Group Banesto | Group Banesto | Group

Top management 21 4 22 4 26 4 -15.4% -~

Technicians 7.281 245 7420 283 7555 286 -1.8% -1%

Clerical 2430 108 2964 115 3.606 140 -17.8% -17.9%

General Services 20 2 25 i 29 2. -13.8% -50.7%

Subsidiaries and branches 17 56 19 74 20 77 5% -3.9%
abroad

Qther non banking companie$ - 228 - 227 . -- 222 - 2.2%

9.769 43 10.450 704 11.236 731 -1% -3.7%

Point TV.2.6 of this Prospectus provides the breakdown and evolution of the personnel
eXpenses.

IV.6.2. The labour conditions of the issuer are determined by the specifications set forth in
the Collective Bargaining Agreement for Spanish Banks.

The last Collective Agreement was signed on 22th October 1999 by the Trade Unions and
representatives of the Spanish Private Banking Association (AEB). Resolution by the
Ministry of Labour of 5-11-99, published in the Official State Gazette on 26-11-99. The
Agreement shall remain in force from 1.1.99 to 31.12.02 and must obligatorily be applied
to the labour relations between private banks and the workers effectively in their employ.
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In recent years, the Bank has offered certain employees the possibility of early retirement.
Due to this, the number of employees has decreased, and productivity per employee, in
terms of deposits and loans per employee, has increased 41% over the last few years.

On the other hand, in order to encourage our sales force, the bank offers bonuses and
incentives linked to achieving sales objectives, specifically to the directors, managers and
key employees. Our incentives system is based on profitability of the products sold, as well
as customer type, a combination that encourages our employees to place products with
higher margins and to take advantages of the opportunities of cross sales.

The Banesto Group has renewed its workforce and more than 40% of the staff have joined
the Bank in the last seven years. Since 1998, all the people who have joined the Bank are
university graduates, which generates a high potential employee base. During the first
semester of 2001, approximately 21% of the staff was promoted and 50% has changed
duties within the Group.

I1V.6.3. Pension scheme

According to the Collective Agreement in force, some of the Spanish consolidated firms

have undertaken the commitment to complement some of the Social Security

compensation to which some specific employees, or their heirs may be entitled.

The hypotheses considered in the actuarial studies performed by a firm of independent
actuaries, have been, among others, the GRM/F-95 tables and an annual technical interest
rate of 4%, so they fulfil the regulations in force on the matter.

The following are the ‘main figures from those studies, on 30-06-02 and at the end of

financial years 2001 and 2000:

Thousands of euros

30-06-02 | 2001 2000
Present value:
Pensions accrued by retirees (*) 1,533,041 | 1,525,561 | 1,432,554
Pensions accrued by present staff 341,422 365,403 435,229
Salary commitments to staff in early retirement 513,993 518,575 342,292
Seniority bonuses and other commitments 6,631 6,497 6,191
Total amount of commitments accrued 2,395,086 | 2,416,036 | 2,292,727
(*) Includes the staff in early retirement.
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Those commitments are covered as follows (in thousands of euros):

Thousands of euros

30-06-02 2001 2000
Internal fund 550,808 636,823 453,113
Insurance policies from Group 1,086,708 | 1,021,964 964,655
insurance companies (*)
Insurance policies from insurance 655,211 657,907 686.807
companies outside the Group(¥*)
Subtotal 2,292.7727| 2.316,694 | 2,104,595
Provisions for risks and charges 5,263 - -
Difference recorded on the coverage 98,757 105,370 | 2,225,124
Calendar established in the Regulations (**) '
Total amount 2,936,747 | 2,422,064 | 2,225,124

(*) Pursuant to Circular 5/2000, on the respective dates, these amounts were recorded under the heading
“Provisions for Risks and Charges — Pensioners’ Fund” in the heading “Other Assets™ on the consolidated
balance sheet on that date.

(**)Pursuant to Circular 5/2000, these amounts were recorded under the heading “Provisions for Risks
and Charges — Pensioners’ Fund” on the consolidated balance sheet on the respective dates, netting the
same amount in the debit with charge account that was constituted for those funds.

The present value of the pensions due to the personnel retired from the Group and pensions
to be received by the personnel in early retirement as of the date of their retirement, came
to 1,533,041 thousand euros on 30th June 2002, and that of pensions accrued by active
personnel at the Group 341,422 thousand euros. Those actuarial liabilities were covered on
30th June 2002 by an internal fund amounting to 33,787 thousand euros, for policies taken
- from three insurance companies, two of them outside the Group, for an amount of

1,741,919 thousand euros, and the rest (98,757 thousand euros), is from a difference

recorded on the coverage calendar established in the "Regulations on Instrumentalization
. of the Pension Commitments Companies have with their workers".

Early retirements:

In financial year 1996 and from 1998, the Bank constituted funds to cover the .salary‘

commitments with staff in early retirement from the moment of early retirement until the
date of their effective retirement, which have been recorded under the heading "Provisions
for risks and charges - Pension Fund”, simultaneously giving rise to the relevant advance
tax for those commitments. '

The relevant actuarial liability for the salary commitments with that personnel, up to their
date of effective retirement was covered on 30th June 2002 by an internal fund amounting
to 508,730 thousand euros and by a special fund of 5,263 million euros recorded under the
heading "Provisions for risks and charges - other provisions".

Provisions and payments
The cost accred by the Group for pensions, in the first semester of 2002, amounted to
63,175 thousand euros (122,799 thousand in financial year 2001), which are recorded

under the headings "Interest and Similar Charges", "General Administration Expenses -
For personnel" and "Extraordinary Losses" in the consolidated profit and loss accounts.
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From those amounts, 29,818 thousand euros in the first semester of 2002 and 60,439
thousand euros in 2001 have been compensated by the same for the positive valuation
differences arising from the investments in which the insurance contracts covering the
pension commitments recorded under the heading "Interest and Related Yields" are
materialized in the consolidated profit and loss accounts for that financial year.

Up to June 2002, payments were made to pensioners amounting to 87,468 thousand euros
(158,938 thousand in 2001), 59,789 and 105,345 thousand euros of which respectively
were paid against the internal funds constituted by the Group and the rest from funds
received from the insurance companies.

1V.7. OPERATIONS WITH RELATED COMPANIES

BANESTO has entered into, or expects to enter into certain agreements and has certain
bonds with other companies belonging to the SCH Group, in relation to certain services
that those companies provide or will provide BANESTO, and services that BANESTO
provides or intends to provide those companies. As to the procedural principles of
BANESTO, the conditions of those agreements must and should be at least as
advantageous to BANESTO as the conditions it could obtain through agreements entered
into on normal market terms with third parties unrelated to the SCH Group. A description
of the most significant operations carried out by companies in the SCH Group from 1st
January 1999 to present is provided.

Process of reorganization of branches in the SCH Group

As part of the process of reorganization of branches in the SCH Group carried out in 1999,
2000 and 2001 and in the first six months of 2002, BANESTO acquired the business of
309 branches from SCH and transferred the business of 481 branches to SCH. The external
auditors of BANESTO, who are also the external auditors to SCH Group, proposed the

sale price in each one of those agreements, in order to protect the interests of shareholders

of BANESTO other than SCH. BANESTO paid SCH 363 million euros (including
V.A.T.) for the businesses acquired, while SCH paid 402 million euros (including V.A.T.)
for the businesses acquired from BANESTO.

Technological Joint Venture

On 27th December 2000, SCH rolled out a project to design and implement a new
technological platform for the central systems of the SCH Group. As it considered the

technological information system of the BANESTO Group fulfilled all the needs of the

SCH Group, in May 2002, SCH acquired a stake in Ingenieria de Software Bancario, S.L.
("ISBAN"), a company BANESTO had incorporated in order to develop its own
technological system.

BANESTO owns 51% of the shares forming the capital stock of ISBAN and SCH holds
the remaining 49%. The Board of Directors of ISBAN has eight directors: three are
managing directors of BANESTO; three are managing directors of SCH; one is a
managing director of ISBAN and the other is a director of International Business
Machines (IBM).
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As established in the agreement dated 11th June 2002, between BANESTO, SCH and
ISBAN, the company ISBAN has three main objectives:

- development of the central system of Banesto.

- evolution of that central system in order to attend to the operating needs not only of
BANESTO, but also of SCH and

- the marketing activity and sales of the central system on the software market.

On the date of this Prospectus, BANESTO had project commitments amounting to 24.9
million euros and SCH 67.1 million euros. Moreover, ISBAN will provide additioml
software support and other systems development services to SCH on implementation of
the central system at BANESTO on the present technological platform of SCH, in
exchange for a retribution to be determined between ISBAN and SCH.

According to the said report of 11th June 2002, the parts agreed that 71.5% of the price to
be paid would be borne by SCH (to be determined in each specific case) for any shared
maintenance and support services that BANESTO and SCH may request from ISBAN in
the future, and of which BANESTO will pay the remaining 28.5.

Common Internal Auditing Department

BANESTO does not have a permanent internal auditing department. These duties are
carried out, however, by SCH, within the scope of the control activities SCH carries out on
all its subsidiaries subject to consolidation, including BANESTO.

Agreement on management of funds with companies in the SCH Group

By virtue of a series of agreements between BANESTO and certain companies in the SCH
Group, BANESTO commercializes investment funds and pension funds through its
branches under the brand name of BANESTO, which are managed by companies in the
SCH Group. BANESTO receives a percentage of the management commission charged by
those companies in the SCH Group when the investment in those funds is from
BANESTO customers, as well as a percentage of the annual commissions deposited by
those companies in the SCH Group in relation to the subscriptions of those investment and
pension funds that are generated by BANESTO.

Loans between BANESTO and SCH

On certain occasions, BANESTO grants loans to SCH and the companies in its Group, and
on other occasions it receives loans from these, on terms that do not differ substantially
from the market conditions. On 31st December 2001, the amount lent by BANESTO to the
SCH Group was 1,13 million euros, while the amount lent to BANESTO by SCH and its
subsidiaries was 2.46 million euros.
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IV.8 Investment policy

According to its strategy of concentration on the domestic and retail banking business,
Banesto has performed a gradual, orderly withdrawal from activities considered non
strategic.

In this line, the investment performed over the last years, that will continue in the coming
two or three years, are related to starting up specific projects, such as:

- Plans to refurbish offices, to adopt them to the Banesto image and quality standards, as
well as to the safety requirements established under the new laws.

- Technology and systems plans to support the Network. During financial year 1998, all
the computer systems at Banesto, adapted to the euro, were integrated in the network, that
1s to say, transformed into true multrcurrency applications. The absence of relevant
problems in the transition to the sole currency is proof of the quality of the applications at
Banesto.

In this context, the investments in tangible assets during financial year 2001 amounted to
154 thousand euros.

As to investments of a financial nature, the most relevant aspect in the last financial years
has been the 7.88% increase in financial year 2000 in the stake in Inmobiliaria Urbis, S.A.,
mainly due to the capital increase by that company in July 2000, in which Banco Espariol
de Crédito acted as the insurer. That capital increase was 94.7 million euros (25.1 million

euros par value and 69.6 million euros issue premium) and Banco Espaiiol de Crédito -

subscribed 34.1 million euros in it (9 million euros par value and 25.1 million euros issue
premium). As to the IPO for exclusion of La Corporacién Industrial y Financiera de
Banesto, carried out in March 2000, its impact was immaterial due to the low number of
titles involved.

Moreover, the Bank has been undertaking a branch reorganization process during which
Banesto sold SCH the business of 27 branches and acquired the business of 20 branches
from SCH during the first semester of 2002. The volume of business acquired and sold by
Banesto amounted to 130.5 million euros and 130.8 million euros respectively.

Chapter VII contains greater detail concerning the investment policy of the Banesto Group
for the coming years.
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CHAPTER V

THE ASSETS, FINANCIAL SITUATION AND RESULTS OF THE
ISSUING INSTITUTION

V.1.

INDIVIDUAL ACCOUNTING INFORMATION ON
DE CREDITO, S.A.

BANCO ESPANOL

V.1.1. Comparative individual financial statement of Banco Espafiol de Crédito,

S.A.

(In thousands of euros)

ASSETS 30-06-02 30-06-01 2001 2000 LIABILITIES 30-06-02 30-06-01 2001 2000
) *)
CASH AND LENDING
DEPOSITS IN INSTITUTIONS
CENTRAL BANKS
Cash in_hand 174.740 114.451 144.18% 138.023 At sight 321916 279.894 201.005 132.049
Bank of Span 100,028 151114 219.197 166.774 Term or with notice 13.835.747 11.813.673 14,986.364 16.344.033
Other central hanks 336 216 407 196 14.157.663 12.093.567 15.187.369 16.476.082
275.110 265.781 363.792 304.993 CUSTOMER FUNDS
GOVERNMENT 3.397.794 4.220.844 3.798.469 6.027.574 Savings accounts:
DEBTS
At sight 10.389.081 9.544.434 10.049.084 9.681.664
LENDING Term 8.3608.817 10.418.792 1 7.353.170 8.371.904
INSTITUTIONS
At sight 877.152 813.004 824.686 348.591 Other debits
Other lending 6.310.768 8.147.264 5,089,872 8.640,603 At sight
7.187.920 8.960.328 6.814.558 8.995.194 Term 8.522.443 6.249.053 8.335.002 5.457.958
CUSTOMER 24.531.578 22.133.85] 23,184,683 20.297.889 27.280.311 26,212,279 25,737,256 23.511.523
LENDING
DEBITS
REPRESENTED BY
NEGOTIABLE
SECURITIES
BONDS AND OTHER 8,955,508 4.834.044 8.956.472 6.197.667 Bonds and debentures | 1.000.000
FIXED YIELD in circulation
SECURITIES
Promissory notes and
other stock
SHARES AND | 698,765 <4474 140.749 68.782 1.000.000
OTHER VARIABLE
YIELD STOCKS
OTHER 2.542.810 1.402.846 1.947.224 1.050.449
LIABILITIES
SHARES 5.259 2.930 5.259 2.930
ACCRUAL 1.104.068 783.035 702,154 780.646
ACCOUNTS
SHARES IN GROUP 1.150,070 1.079.243 1.086,112 1.063.006
COMPANIES
PROVISIONS FOR
RISKS AND
CHARGES
INTANGIBLE Pension fund 2,274.562 2.069.967 2.298,73¢6 2,084912
ASSETS
Establishment Provision for taxes - -
expenses
Other amortizable | 58,192 25.082 59.002 25,736 QOther provisions 357.403 360.290 396,710 349,486
expenses
58.192 25.082 59.002 25.736 2.631.965 2.430.257 2.695.446 2.434,398
TANGIBLE ASSETS FUND FOR - - - -
GENERAL RISKS
Land and buildings for 288,866 301326 287.330 300493
own use
Other buildings 104,982 142.239 120.077 156.252
Fumiture, insialiations 360.909 353.084 375953 365,070
and others
754,757 796.649 793.360 821,818 PROFIT FROM 211,042 197.760 369.417 331.0%
FINANCIAL YEAR
CAPITAL - -
SUBSCRIBED NOT
PAIDUP
SUBORDINATE 634,655 719.666 698,234 669,375
FINANCING
OWN SHARES 32
CAPITAL 1.335.598 1.409.117 1,335,598 1.409.117
SUBSCRIBED
OTHER ASSETS 3.665.246 2.598.116 2.958.774 2.207,195
ISSUE PREMIUMS
ACCRUAL 1.004.134 869.818 928.310 911.442
ACCOUNTS
RESERVES 786.259 592,633 416842 261,537
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ASSETS 30-06-02 30-06-01 2001 2000 LIABILITIES 30-06-02 30-06-01 2001 2000
") )
CONSOLIDATED
LOSSES FROM
FINANCIAL YEAR
TOTAL ASSETS 51.684.371 45.841.160 | 49.089.540 | 406.924.223 | REVALUATION
RESERVES
ORDER ACCOUNTS 15,143,598 15.148.765 14.700.292 14.539.932
RESULTS FROM
PREVIQUS YEARS
CONTINGENT 5,798,825 5,311,880 5,741.407 5.016.137
LIABILITIES
OTHER 9.344.773 9.8360.885 9.018.885 9.523.795 TOTAL §1.684.371 45.841.160 49.089.540 | 46.924.223
COMMITMENTS LIABILITIES

(*) 1t is expressly stated that all the figures included in this Prospectus, concerning 30'" June 2001, have not
been audited by the external auditors to the company.

V.1.2.

Individual comparative profit and loss account of Banco Espaiiol de
Crédito, S.A.
(In thousands of euros)
(Debit)/Credit

30-06-02 | 30-06-01(*) [ 2001 2000
INTEREST AND RELATED INCOME 998416 1.215.369 2.290.087 2.130.283
Fixed yield portfolio 273.501 276.644 538.728 637.177
INTEREST AND RELATED CHARGES -559.412 -787.790 -1.413,421 -1,291,166
YIELD OF VARJIABLE PORTFOLIO
Shares and other variable yield securities 3,623 802 1.660 476
Stakes 520 686 686 484
Stakes in the Group 17,147 17.188 38,124 64,537

21,290 18.676 40,470 65,497

INTERMEDIATION MARGIN 460,294 446,255 917.136 904.614
COMMISSIONS RECEIEVED 228,139 211.80) 427.461 409,573
COMMISSIONS PAID -36.204 -32.088 -64.845 -57.072
RESULTS OF FINANCIAL OPERATIONS 13.527 20.698 39.164 25,868
ORDINARY MARGIN 665,756 646,666 1.318.916 1,282,983
OTHER OPERATING PRODUCTS 4.672 3.848 7.538 9.178
GENERAL ADMINISTRATION EXPENSES
Personnel -257.004 -259.301 -516.151 -525.304
Of which:
Wages and salaries -191.082 -193,721 -381.311 -393.936
Social charges -50,985 -51,936 -104.799 -107.232
Pensions -7.152 -6,178 -15.674 -14,865
Other administrative expenses -82.688 -83.841 -175.340 -169.827

-339.692 -342.782 -691.491 -695.131
AMORTIZATION AND WRITE-OFF OF TANGIBLE -44,.387 -38.320 -78.706 -76,589
AND INTANGIBLE FIXED ASSETS
OTHER OPERATING CHARGES -14.61% -16.154 -33.970 -32.976
OPERATING MARGIN 271.734 253.258 522.287 487.465
AMORTIZATION AND PROVISIONS FOR INSOLVENCIES -56.587 -70.004 -141,360 -103.483
WRITE-OFF OF FINANCIAL FIXED ASSETS 67 14,973 30.137 21,083
PROVISION FOR GENERAL RISK FUND - - - -
EXTRAORDINARY PROFIT 117,195 67.433 101,611 82.290
EXTRAORDINARY LOSSES -58,543 -32.533 -74,189 -131,057
RESULT (PROFIT) BEFORE TAX 273.866 233.127 438.486 356.296
OTHER TAXES -61,937 -31,311 -63.085 -21.932
RESULT (PROFIT) AFTER TAX -887 -4.056 -5.984 -3.268

211.042 197.760 369.417 331.096




V.1.3. Individual comparative financing table of Banco Espaiiol de Crédito, S.A.

(In thousands of euros)

Thousands of Euros

30-06-02 2001 2000

Origin of Funds
Funds generated by the operations
Prafit from financial year 211.042 369.417 331,096
Net sum to provisions and special funds 71,421 199.686 200.661
Write-off of securities portfolio - - -
Direct write-off of assets 112 614 313
Amortizations 44.387 78.706 76.590
Profit from sales of own shares. stakes and fixed assets -23.498 -32.464 -31.986
Losses from sales of own shares. stakes and fixed assets 1.662 4.130 10,146

305.126 620.089 586.820

From net variation in funds and investments

Subordinate securities issued (net increase) - 28.859 38.128
Investment, less financing at Bank of Spain and Lending institutions - 833.123 | 3.040.321
Debentures (net increase) 1.000.000

Fixed yield securities (net decrease) 396,147

Creditors (net increase) 1,543.055 | 2.225.733 | 1.754.651
Sale of permanent investments

Sale of stakes in Group companies and associates 10,195 28.510 22,943
Sale of elements of the tangible and intangible fixed assets 743,218 120.847 52,053

3,692,615 | 3.237.072 | 4.908.096

Total funds originated 3.997.741 | 3.857,161 | 3.494.916

Application of Funds
Reimbursement of stakes in capital by capital stock reduction -
Investment. minus financing. at Bank of Spain and Lending Institutions | 1,314,386 | -

73,519 61,266

Lending investment (net increase) 1,427,812 3.013.975 | 2,548,539
Fixed vield securities (net increase) 543175 2.554.737
Subordinated financing stock at maturity 63.579
Non permanent variable yield securities (net increase) 610,434 70,979 26,038
Acquisition of permanent investments
Purchase and increase of stakes in Group companies and associates 66.604 23,106 403.113
Purchase of elements ofthe tangible and intangible assets 324,596 180,486 14,983
Qther items assets minus liabilities 190.330 -48.079 -113.780
Total applications performed 3,997,741 | 3.857.161 | 5494916

The preceding table shows the typical nature of activity by Banco Espanol de Crédito. Out

of the total origin of funds, 3,857 million euros in 2001, 57.7% are from creditors attracted

and 16.1% from funds generated by operations (among them the profit from the financial
year represents almost 10% of the total funds originated). Another part, only 3.9%, is from
the sale of permanent investments.

As to the applications, they also have the same typical nature, as 78.1% of these are from
an increase in loan investment.

As to the first semester of 2002, a period in which the origin of funds amounted to 3,998
million euros, 63,6% of this amount was obtained from creditors attracted and issue of
debentures, that amounted to 1,543 million and 1,000 million euros respectively. The
results generated by operations came 0 305 million, 7.6% of the total, of which 211
million euros were the profit from the period.

As to the applications, 1,428 million euros were to increase the loan investment and 1,314
million assigned to decreasing the net resource to the interbank market. The most
significant of the rest of the applications was the 610 million euro increase in the non
permanent variable yield portfolio.
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V.2

Group

Accounting information of the Banco Espanol de Crédito, S.A. consolidated

V.2.1. Comparative financial statement of the Banco Espaiol de Crédito

consolidated Group

(In thousands of euros)

ASSETS 20-116-02 30-06-01 200 2000 LIABILITIES 30-06-02 20-06-01 2001 2000
) *)
CASH AND LENDING
DEPOSITS IN INSTITUTIONS
CENTRAL BANKS
Cash in hand 180.511 118.730 148.988 143.532 At sight 197.829 248.274 168.140 79.530
Bank of Spain 107.928 159.091 244.231 19].484 Other debit 9.351.134 9.781.821 10.600.087 | 12.965.897
Qther central banks 330 215 407 196 9.548.963 10.030.093 10.768.227 | 13.045.427
288.775 278.036 393.6206 335.212 CUSTOMER FUNDS
GOVERNMENT 3.592.703 4.296,098 3.876.553 6.121.006 Savings accounts:
DEBTS
At sight 10.267.822 | 9.323.067 9.937.628 9.505.611
LENDING Term 6.881.460 9.470.599 6.298.394 7.913.889
INSTITUTIONS
Atsipht 876.420 796.963 782,888 3585398 Other debit
Other lending 6.437.561 8.221.532 5.975.428 8.681.397 At sight - - - -
7.313.981 9.018.495 6.758.316 9.036.79% Term 8.702.399 6.858.446 8.302.446 6.027.948
CUSTOMER 24955426 [ 22.406,707 | 23.597.348 | 20.621.297 25.851.681 25,652,712 | 24.538.468 | 23.447.448
LENDING
DEBITS
REPRESENTED BY
NEGOTIABLE
SECURITIES
BONDS AND 4.556.682 3.492.086 4.721.471 3.383.504 Bonds and debentures 2.681.635 1.162.312 1.235.401 653.298
OTHER FIXED in circulation
YIELD SECURITIES
Promissory notes and -
other stock
SHARES AND 796.526 246,980 283.619 273,916 2,681,635 1.162.312 1,235,401 653,298
OTHER VARIABLE
YIELD STOCKS
OTHER LIABILITIES | 2.4069.319 1.339.025 1.682.121 1.162.201
SHARES 27.402 22.378 20.323 21730
ACCRUAL 982,607 772,097 669,583 738,078
ACCOUNTS
SHARES IN GROUP 439.107 377.859 419.704 365,738
COMPANIES
PROVISIONS FOR
RISKS AND
CHARGES
INTANGIBLE EX] 58 79 n Pension fund 22927117 2.090.155 2.316.694 2,104,596
ASSETS
Establishment 64.976 28.518 61.372 28.597 Provision for taxes - -
expenses
Other amortizable 65,009 28,573 61.451 28,668 Other provisions 405.408 407.670 425,280 375913
expenses
2.698.135 2.497.825 2,741,974 2,480.509
CONSOLIDATION FUND FOR - - - -
GOODWILL GENERAL RISKS
By plobal integration 4.467 5333 4.854 5910
By equivalence setting - 7.206 - 5.184
4.467 12.599 4.854 15,094 NEGATIVE 19.973 5.030 5,030 5,030
CONSOLIDATION
DIFFERENCE
TANGIBLE ASSETS
Land and buildings for | 310,995 325839 320.019 325,163 CONSOLIDATED
own use PROFIT FROM
FINANCIAL YEAR
Qther buildings 118.957 167,553 138418 202.074 Group 236.547 220.300 421,721 379.659
Furniture, installations 369.972 363.915 386,302 371.538 Minority 4.561 4,735 9.134 10.647
and others
799.924 857.307 244,730 898,775 241.108 225035 430.855 390306
CAPITAL SUBORDINATE 634,655 719.666 698.234 669,375
SUBSCRIBED NOT FINANCING
PAID UP
MINORITY 83.099 62.308 83,165 82,923
INTERESTS
OWN SHARES 40
CAPITAL 1.335.598 1.409.117 1.335.598 1.409.117
SUBSCRIBED
OTHER ASSETS 3.641.164 2.676.475 2,779,797 2.439.755
ISSUE PREMIUMS - - -
ACCRUAL 988.212 867.859 921,280 838,877
ACCOUNTS
RESERVES 968.087 845.750 595.571 394.108
LOSSES IN 199.040 305.459 232,368 216,472
CONSOLIDATED
COMPANIES

CONSOLIDATED
LOSSES FROM
FINANCIAL YEAR
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ASSETS 30-06-02 30-06-01 2001 2000 LIABILITIES 30-06-02 30-06-01 200 2000
) (*}
TOTAL ASSETS 47.668.458 44,886,911 44921446 44,596,845 REVALUATION - -
RESERVES
ORDER ACCOUNTS 15,148,397 15073129 14.679.352 14.700.763
REESERVES IN 152.998 131939 137.219 119.028
CONSOLIDATED
COMPANIES
CONTINGENT 5.9354528| 5.460.394 5,863.08R 5,175.299
LIABILITIES
OTHER 9.212.869 9.606.735 8.816.264 9.525.464 | TOTAL LIABILITIES | 47.668.458 44880911 44.921.446 | 44.596.845
COMMITMENTS
(*) Unaudited data in June 2001.
V.2.2. Comparative Profit and Loss accounts of the Banco Espaiiol de Crédito
Group
(In thousands of euros)
{Debit)/Credit
30-06-02 | 30-06-01(*) | 2001 2000
INTEREST AND RELATED INCOME 941.884 1.188.534 2.246.659 | 2.091.832
Fixed yield porifolio 199,145 229.017 446,632 565,327
INTEREST AND RELATED CHARGES -462.274 | -725.359 -1.292.547 | -1.209.035
YIELD OF VARIABLE PORTFOLIO
Shares and other variable yield securities 5,748 3.071 5.830 2,944
Stakes 520 887 921 764
Stakes in the Group 13,527 3,531 8,986 16,531
19.795 7,489 15.737 20.239
INTERMEDIATION MARGIN 499.405 470.464 969.849 903.036
COMMISSIONS RECEIEVED 255,962 248.686 495,550 500,985
COMMISSIONS PAID -38.500 -38.575 -75.153 -82.244
RESULTS OF FINANCIAL OPERATIONS 23318 24,991 40,556 30,290
ORDINARY MARGIN 740119 705,566 1.430.802 1.352.067
OTHER OPERATING PRODUCTS 5771 5,420 9.750 20.321
GENERAL ADMINISTRATION EXPENSES
Personnel -273,186 | -275.767 -549.383 -558.318
Of which:
Wages and salaries -204.408 [ -207.585 -408.997 -420.522
Social charges -53.830 -54.780 -110.440 -112,747
Pensions -7,2006 -6,257 -15,735 -15.025
Other administrative expenses -93.026 -93.683 -196.216 -191.003
-366,212 | -369.450 -745,599 -749,321
AMORTIZATION AND WRITE-OFF OF TANGIBLE -47,151 -41.501 -84.069 -82.068
AND INTANGIBLE FIXED ASSETS
OTHER OPERATING CHARGES -14,789 -17.077 -34.845 -35.985
OPERATING MARGIN 317.738 282.958 576.039 505.014
NET RESULTS GENERATED BY EQUIVALENCE COMPANIES
Share in profitin equivalence set companies 40,227 34,305 75,422 115,223
Share in losses in equivalence set companies -8.289 -2.373 -3.843 -25.681
Corrections in value for dividends collected -14.047 -4.314 -8.567 -16.933
17.891 27,618 63.012 72,609
AMORTIZATION OF CONSOLIDATION GOODWILL -387 -2.498 -3,014 -1.821
PROFIT FROM GROUP OPERATIONS
Profit on disposal of stakes in companies consolidated by global integration - - 523
Profit on disposal of stakes in equivalence set companies 3.189 754 2.219 1,542
Profit on operations with shares in the parent company
and financial liabilities issued by the Group
Reversion of consolidation negative differences 383 - - 3.943
3.572 754 2,742 5.485
LLOSSES ON GROUP OPERATIONS
Losses on disposal of stakes in companies consolidated by global integration -93 -3.738
Losses on disposal of stakes in equivalence set companies -40
Losses on operations with shares in the parent company
and financial liabilities issued by the Group
-40 0 93 -3,738
AMORTIZATION AND PROVISIONS FOR INSOLVENCY {net) -56.868 -72.005 -146.733 -101.254
WRITE-OFFS OF FINANCIAL FIXED ASSETS (net) -2,110 1,337 -754 613
PROVISION TO THE GENERAL RISK FUND
EXTRAORDINARY PROFIT 101.983 69317 128.445 72.870
EXTRAORDINARY LOSSES -66,674 -39.331 -98,853 -125.360
RESULT BEFORE TAX 315,108 268.150 520.789 423,192
TAX ON PROFIT -73.1190 -39.059 -83.951 -29.560
OTHER TAXES -887 -4,056 -5.983 -3.326
CONSOLIDATED RESULT (PROFIT) OF FINANCJAL YEAR 241.108 225033 430.855 390.306
RESULT (PROFIT) ATTRIBUTED TO THE MINORITY 4,561 4,735 9,134 10.647
RESULT (PROFIT) ATTRIBUTED TO THE GROUP 236.547 220,300 421,721 379.659
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V.2.3. Comparative financing table of the Banco Espafiol de Crédito Group

(In thousands of euros)

Thousands of Euros

30-06-02 2001 2000
Origin of Funds
Funds penerated by the operations
Profit from financial vear 241.108 430,855 390.307
Net sum 10 provisions and special funds 109.831 216,053 195.840
Write-off of securities portfolio - - -
Direct write-off of assets 213 746 920
Amortizations 47,538 111,107 81.888
Profit from sales of own shares. stakes and fixed assets -27.132 -56.056 -36.914
Losses from sales of own shares. stakes and fixed assets - 2,387 5.471 12.460
Others -4,.879
From net variation in funds and investments
Subordinate securities issued (net increase) - 28.859 38.128
investment, less financing at Bank of Spain and Lending Institutions -- - | 1.499.036
Fixed yield securities (net decrease) ' 443,149 893.126 -
Debentures (net increase) 1.446,234 582.103 -
Creditors (net increase) 1,313,213 | 1,091,020 | 1.680,131
Sale of permanent investments
Sale of stakes in Group companies and associates -- - 88.754
Sale of elements of the tangible and intangible fixed assets 791,897 169.144 54.059
Other asset items minus liabilities (net variation) 27.610 23.957 17.891

Minority interests

. 4.022,103 | 2.788.209 | 3.377.999
Total funds originated 4.391,069 | 3.496.385 | 4.022.500

Application of Funds

Reimbursement of stakes in capital by capital stock reduction -- 73.519 61,266
Investment. minus financing, at Bank of Spain and Lending Institutions 63.579
Lending investment {net increase) 1.670.078 57.135 -
Fixed yield securities (net increase) 1.432,212 | 3,122,599 | 2.208,127
Non permanent variable yield securities (net increase} -- - | 1.589.140
Debentures {nei decrease) 779,553 11,944 13.73)
Acquisition of permanent invesiments - - 98.105
Purchase and increase of stakes in Group companies and associates 20.110 55.449 12,572
Purchase of elements of the tanpible and intangible assets 333.350 174.468 14,950
Other asset items minus liabilities (net variation) 87,648 - -
Minority interests 4.639 1.271 24,609
Total applications performed 4.391.169 | 3.496.385 | 4.022.500

The preceding table shows the typical nature of the activity by the Banesto Group. Thus,
from the total funds originated in 2001, amounting to 3,496 million euros, attraction of
funds from creditors, 1,091 million euros, representing 31.2%, the resources generated by
operations 20.3% (the profit from the financial year amounted to 12.3%), and debentures
16.7%. On the other hand, the sale of permanent investments only amounted to 4.8% of the
funds originated. As to the applications, the loan investment represents 89.2% of these.

As to the first semester of 2002, of the total origin of funds, amounting to 4,391 million
euros, 29.9% were from creditors (1,313 million), and 32.9% of the issue of debentures
(1,446 million). Those generated by operations amounted to 369 million, from which 241
million were profit in the first six months and represent 5.5% of the total.

This generation of funds was basically assigned to increasing the loan investment by 1,432
million, to decreasing the net resource to the interbank market b